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Notice of Proposed Rules and 
Announcements Forms Intended to Implement 
34-11382 Action Declaring Effective Amend- the “Statement by the Commis- 
ed Special Offering Plans and Ex- sion on the Disclosure of Projec- 
change Distribution Plans of New tions of Future Economic Perform- 
York Stock Exchange and Ameri- ance” (S7-561) 
can Stock Exchange Comment period will expire 
34-11385 Commission Action with Respect June 30, 1975. 
to Certain Requests for Exemptions Adoption of Amendment of the 
from the Reporting Requirements Statement of Policy with Respect 
of Rule 17a-15 to the Use, Form and Content of 
34-11389 Notice of Correspondence Received Sales Literature Empioyed in the 
in Response to Staff Inquiry from Sale of Variable Annuity Con- 
the Consolidated Tape Association tracts by Registered Investment 
(“CTA”) Companies 
Effective: June 13, 1975. 
Opinion Adoption of Temporary Rule 
34-11376 Samuel H. Sloan d/b/a Samuel H. 206(3)-1(T) under the Investment 
Sloan & Co. Advisers Act of 1940 Providing a 
Respondent barred in case invol- Temporary Exemption from Sec- 
ving net capital, recordkeeping tion 206(3) of the Act with Re- 
and reporting provisions. spect to Certain Advisory Services 
by Investment Advisers Registered 
Enforcement as Broker-Dealers 
LR-6856 SEC v. Sports !nternational, Inc., Effective: May 1, 1975. 
et al. : Adoption of Rule 15b10-11 Estab- 
Orders entered permanently lishing Fidelity Bonding Require- 
enjoining William B. Pivnick ments for Nonmember Broker- 
from further violations of the Dealers 
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Effective: September 1, 1975. 


35-18963 Adoption of Revised Rule 26 and 
Rescission of the Uniform System 
of Accounts for Holding Companies 

Effective: Forthwith. 
1C-8775 Proposal to Adopt Rule Exempting 


Registered Separate Accounts from 
Section 22(d) and to Amend Rule 
0-1(e) 
Comment period will expire 
June 9, 1975. 














SECURITIES INVESTOR PROTECTION ACT 





SECURITIES INVESTOR PROTECTION ACT OF 1970 
Release No. 33/April 28, 1975 


See Securities Exchange Act Release No. 11375/April 28, 
1975. 








SECURITIES ACT 





SECURITIES ACT OF 1933 
Release No. 5581/April 28, 1975 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11374/April 28, 1975 


NOTICE OF PROPOSED RULE 132 AND PROPOSED 
AMENDMENTS TO RULE 405 AND TO FORMS S-1, S-7, 
$8, S9 AND S-14 UNDER THE SECURITIES ACT OF 
1933 AND NOTICE OF PROPOSED RULE 3b-6 AND 
PROPOSED AMENDMENTS TO RULES 12b-2, 13a-11, 
14a-9 AND 15d-11; TO RULES 14a-3 AND 14c-3 RELAT- 
ING TO ANNUAL REPORTS TO SECURITY HOLDERS; 
AND TO FORMS 8-K AND 10-K, UNDER THE SECURI- 
TIES EXCHANGE ACT OF 1934 TO IMPLEMENT THE 
“STATEMENT BY THE COMMISSION ON THE DIS- 
CLOSURE OF PROJECTIONS OF FUTURE ECONOMIC 
PERFORMANCE” AND TO PROVIDE FOR A MORE 
TIMELY FILING OF THE CHANGE OF CONTROL 
ITEM OF FORM &K (File No. S7-561) 


(Comment Period Expires June 30, 1975) 


The Securities and Exchange Commission today published 
for comment a series of rule and form proposals intended 

to implement the “Statement by the Commission on the 
Disclosure of Projections of Future Economic Perform- 
ance” 1/ and to provide for the more timely filing of Form 
8-K under the Securities Exchange Act of 1934 (“Exchange 
Act”) to disclose changes in control of a registrant and cer- 
tain projections. The Commission does not intend to require 
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a registrant to publicly disclose its projections. Rather, the 
proposals integrate public projections into the disclosure 
system of the federal securities laws. 2/ 


Under the Securities Act of 1933 (‘Securities Act’’), the 
proposals include a proposed amendment to Rule 405, 
“Definition of ‘projection’,” proposed Rule 132, ‘’Defini- 
tion of ‘untrue statement of a material fact’ as used in cer- 
tain sections of the Act”’ in relation to projections, and 
proposed amendments to Forms S-1, S-7, S-8, S-9 and 
S-14 which in certain situations would require projections 
previously made public to be filed or allow new projections 
to be filed on those forms. 


Under the Exchange Act, the proposals include a proposed 


amendment to Rule 12b-2, “Definition of ‘projection,’” pro- 


posed Rule 3b-6, “Definition of ‘untrue statement of a ma- 
terial fact,’ ‘manipuiative, deceptive or fraudulent device, 
contrivance, act, or practice,’ and ‘false or misleading with 
respect to any material fact’ as used in certain sections and 
rules under the Act” in relation to projections and proposed 
amendments to Forms 8-K and 10-K which in certain situa- 
tions would provide for the furnishing of projections in re- 
ports on those forms. Proposed amendments to Rules 14a-3 
and 14c-3 would require that projections filed in a regis- 
trant’s Form 10-K be included in the registrant’s annual re- 
port to security holders. An amendment to Rule 14a-9 has 
also been proposed which would amend paragraph (a) of the 
note to that rule as it relates to predictions of “earnings.” 
Also included are proposed amendments to Rules 13a-11 
and 15d-11 and to Form 8-K which would separate Form 
8-K into two parts and would require that report to be filed 
within ten days after a projection event or a change in con- 
trol of the registrant has occurred. 


This release contains a general discussion of the background, 
purpose and general effect of the proposals to assist in a 
better understanding of their provisions. A brief synopsis 

of each proposal is included and several examples are pro- 
vided to illustrate how the proposals would apply, if adopt- 
ed. However, attention is directed to the proposals them- 
selves for a more complete understanding. 


BACKGROUND AND PURPOSE 


On November 1, 1972, the Commission announced a public 
rule making proceeding relating to the use, both in filings 
with the Commission and otherwise, of estimates, forecasts 
or projections of economic performance by issuers whose 
securities are publicly traded. (Securities Exchange Act Re- 
lease No. 9844, November 1, 1972). These hearings were 
ordered by the Commission for the purpose of gathering 
information relevant to a reassessment of Commission 
policies relating to disclosure of projected sales and earnings. 
The Division of Corporation Finance, in conducting the pub- 
lic hearings from November 10 to December 12, 1972, re- 
ceived testimony from fifty-three witnesses, including repre- 
sentatives of publicly held corporations, the securities in- 
dustry, the academic community, the self-regulatory organ- 
izations, and the accounting and legal professions. In addi- 
tion, letters from over two hundred interested persons were 
received and made a part of the public record. 


Information gathered at the hearings reinforced the Com- 
mission’s own observation that management's assessment 







































of a company’s future performance is information of sig- 
nificant importance to the investor, that such assessment 
should be able to be understood in light of the assumptions 
made, and that such information should be available, if at 
all, on an equitable basis to all investors. The hearings also 
revealed widespread dissatisfaction with the fact that there 
are no guidelines or standards that the issuer, the financial 
analyst or the investor can rely on in issuing or interpreting 
projections. In addition, public comment indicated that 
there were many issuers who were opposed to being re- 
quired to issue public projections. 


On February 2, 1973, the Commission released a ‘’State- 
ment by the Commission on the Disclosure of Projections 
of Future Economic Performance” (“February 1973 State- 
ment”’). The Commission noted that it did not intend to 
require a company to publicly disclose its projections and 
that its long standing policy was generally not to permit 
projections to be included in prospectuses and reports filed 
with the Commission. However, on the basis of the informa- 
tion obtained through the hearings and on the basis of staff 
recommendations and its experience in administering the 
securities laws, the Commission determined that changes in 
its policies with regard to use of projections would assist in 
the protection of investors and would be in the public in- 
terest. The Commission recognized that projections were 
widespread in the securities markets and were relied upon 
in the investment process. The Commission noted that per- 
sons invest with the future in mind and the market value of 
a security reflects the judgments of investors about the fu- 
ture economic performance of the issuer. Thus projections 
are sought by all investors, whether institutional or indi- 
vidual. The Commission expressed concern, however, that 
all investors do not have equal access to this significant in- 
formation. Because of widespread public interest in this 
area and because of its importance to investors, the Com- 
mission determined that it was the appropriate time to take 
action in this area, to recognize the realities of the situation, 
and to take the lead in developing standards and guidelines 
that will enable all issuers to understand their responsibili- 
ties and all investors to have equal access to projection in- 
formation. Accordingly, the Commission released its tenta- 
tive conclusions regarding the use of projections. 


The February 1973 Statement also announced that the Com- 
mission had directed its Division of Corporation Finance to 
prepare specific releases and rule and form changes neces- 
sary to implement the Commission’s plan to integrate pro- 
jections into the disclosure system. The proposals contained 
in this release represent the first steps in that plan. 


GENERAL DESCRIPTION 


In summary, the proposals are intended to integrate public 
projections into the disclosure system of the federal securi- 
ties laws. Proposed rules under both Acts would define a 
“projection’’. Proposed rules under the Exchange Act would 
provide for filing a report on Form 8-K under the Exchange 
Act when a registrant has furnished a projection to any per- 
son, with certain exceptions including private financing, 
preliminary negotiations with underwriters, business com- 
binations and government agencies which have afforded non- 
public treatment to the projections. A report on Form 8-K 
would also be required when the registrant has reason to 
believe that its public projections no longer have a reasonable 


basis or the registrant has determined to cease disclosing 
or revising projections. 


A Form 8-K could be filed, at the registrant's option, if it 
had disassociated itself from a projection made by another 
person. However, the registrant would not be required by 
any of the proposals to disassociate itself from a projec- 
tion made by another person. 


Other proposals would separate Form 8-K into two parts 
and would provide for the filing of Part |, which would re- 
quire a report of a projection or a change in control of the 
registrant, within ten days of such event. Part 11 would con- 
tain the remainder of existing Form 8-K and would be sub- 
ject to the same filing requirements as the present Form 
8-K 


Proposed amendments to Form 10-K under the Exchange 
Act and Forms $-1, S-7, S-8, S-9 and S-14 under the Secur- 
ities Act would require the registrant to furnish in the report 
or registration statement those projections previously filed 
or required to be filed with the Commission covering year- 
end results for the registrant's last fiscal year together with 
comparisons with corresponding historical results. A regis- 
tration statement would also have to include any projec- 
tions for the registrant’s current and/or next fiscal year if 
they had been filed or were required to have been filed. Any 
registrant that.had made projections for its last or current 
fiscal year or any future period which were filed or required 
to be filed, would be required to either provide projections 
for at least six months of the current fiscal year or for the 
full fiscal year in its report on Form 10-K or explain why it 
had determined to cease disclosing projections. The proposals 
would permit a registrant to commence disclosing projec- 
tions in the annual report on Form 10-K or registration 
statement only if the registrant had a history of filing re- 
ports under the Exchange Act and budgeting experience 
and such projections and related disclosure met the stand- 
ards set forth in proposed Rule 3b-6 under the Exchange 
Act or proposed Rule 132 under the Securities Act, respec- 
tively. 


To alleviate the concerns of registrants regarding the possible 
liability for disclosing projections, proposals under both 
Acts would provide a “safe harbor” by defining the circum- 
stances under which a projection would be deemed not to be 
an untrue or misleading statement of a material fact or a 
manipulative, deceptive, or fraudulent device, contrivance, 
act or practice as those terms are used in the various lia- 
bility provisions of the federal securities laws. In general, 
these proposed rules would establish certain criteria with 
respect to the issuer of securities to which the projection 
pertains and with respect to the projection itself. 


Proposed amendments to Rules 14a-3 and 14c-3 would re- 
quire that all projection information contained in the Form 
10-K other than exhibits, be included also in the registrant’s 
annual report to security holders. Finally, a proposed amend- 
ment to the note to Rule 14a-9 under the Exchange Act 
would amend paragraph (a) of the note which refers to pre- 
dictions of “earnings” as possibly misleading in certain situa- 
tions. 


SYNOPSIS OF THE PROPOSALS 
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Proposed Amendments to Rule 405 under the Securities 
Act and Rule 12b-2 under the Exchange Act: Definition 
of “Projection” 


Proposed amendments to Rule 40t under the Securities 
Act and to Rule 12b-2 under the Exchange Act define a 
“projection” to be a statement made by an issuer regard- 
ing material future revenues, sales, net income or earnings 
per share of the issuer, expressed as a specific amount, 
range of amounts ($1.80 to $2.20) or percentage variation 
from a specific amount ($2.20 plus or minus 10 percent or 
“‘an increase of 10 percent over last year’’), or a confirma- 
tion by an issuer of any such statement made by another 
person. A note has been provided to explain that the de- 
finition is not intended to include announcements made to 
the public regarding preliminary results of periods ended 
but not yet reported. A second note indicates that state- 
ments that another person’s projection is “‘in the ballpark,” 
“attainable” or “‘on target” are examples of a confirmation. 


The proposed definitions do not contain a definition of the 
term “‘material.’” Any such statement relating to the issuer’s 
total future revenues, sales, net income or earnings per share 
would be material; a statement relating to the sales or reven- 
ues of a subsidiary or of a particular line of business might 
be material, depending on the facts. Although Rules 405 
and 12b-2 presently contain definitions of ‘‘material” 

which would be applicable to the proposed definitions of a 
projection, the Commission invites comments on whether 
specific percentage tests of materiality should be adopted 
for projections, and if so, what percentage would be appro- 
priate. 


Proposed Rule 132 under the Securities Act: Definition 
of “untrue statement of a material fact” as used in certain 
sections of the Act 


Proposed Rule 3b-6 under the Exchange Act: Definition 
of “untrue statement of a material fact,” “manipulative, 
deceptive or fraudulent device, contrivance, act or prac- 
tice,” and “false or misleading with respect to any material 


fact’ as used in certain sections and rules under the Act. 


The Commission is aware that one of the primary deterrents 
to a rational and open disclosure system for projections is 
the fear of liability for projections which are not achieved. 
Accordingly, the Commission has proposed Rule 132 under 
the Securities Act and Rule 3b-6 under the Exchange Act 
defining the circumstances under which a projection shall 
be deemed not to be an untrue or misleading statement of 

a material fact or a manipulative, deceptive or fraudulent 
device, contrivance, act or practice as those terms are used 
in the various liability provisions of the Acts. 


The Commission does not believe that projections are per 
se misleading or fraudulent. However, the Commission 
does believe that the “safe harbor” afforded by the pro- 
posed rules should be limited to those situations where 
there is the greatest likelihood of a resonable projection. 
The proposed rules attempt to define such situations. It is 
important to note that the determination as to compliance 
with the criteria would be based on the facts at the time 
the projection was disclosed and would not be dependent 
upon whether or not the projection was achieved. The 
Commission emphasizes that projections would not neces- 
sarily be misleading if they failed to meet the standards 
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of the safe harbor rules. The particular facts and circum- 
stances must be carefully examined in each case. 


1. /ssuer Criteria: 


In general, under the proposed safe harbor rules the issuer 
must have been subject to the reporting requirements of the 
Exchange Act for at least three years and have filed all re- 
ports required to be filed during the preceding twelve months 
or must be an insurance company which has filed the annual 
statement required by Section 12(g)(2)(G)(i} of the Exchange 
Act for the preceding three years. In addition, the issuer 
must have prepared budgets for internal use for its last three 
fiscal years. The Commission believes that these criteria may 
provide some assurance that the issuer has had sufficient 
experience in reporting publicly and in budgeting so that it 
has a reasonable basis for making public projections. 


It should be noted that the proposed rules do not require 
the issuer to have a history of earnings as was suggested in 
the February 1973 Statement. The Commission believes 
that an earnings standard is not necessary in view of the re- 
quirements regarding budgeting experience and may lead to 
undesirable results when a registrant is in a loss position. 
However, the Commission specifically invites comments as 
to the desirability of including an earnings standard in the 
safe harbor rules or a standard based on the size of the re- 
gistrant as measured by, for example, its total assets. 


2. Projection Criteria: 


The proposed rules set forth seven criteria for the projec- 
tion which generally relate to its preparation, form and 
manner of disclosure and review. The projection must have 
been prepared with reasonable care by qualified personnel 
and carefully reviewed and approved by management at 
the appropriate levels and must have a reasonable factual 
basis and represent management's good faith judgment. 
Certain of these criteria have generally been considered by 
courts as requirements concerning the preparation of pub- 
licly disclosed projections. 


As to form, the projection must relate at a minimum to 
sales or revenues, net income and fully diluted earnings per 
share; must be expressed as an exact figure, a reasonable 
variation from an exact figure, or a reasonable range of 
figures; and must be limited to the registrant's current fis- 
cal year, or if the projection is disclosed after the end of 
the second quarter, to the current fiscal year and all or 

any portion of the next fiscal year. It should be noted that 
for purposes of these rules a ten percent variation or range 
not exceeding ten percent from the midpoint ($1.80-$2.20) 
would be deemed reasonable and that the registrant would 
have the burden of establishing the reasonableness of any 
variation or range which exceeded the ten percent limitation. 


When disclosed, the projection must be identified as a pro- 
jection and be accompanied by a statement which (1) dis- 
closes the material assumptions underlying the projection, 
(2) cautions that there can be no assurance that the projec- 
tion will be achieved since its ultimate achievement is de- 
pendent upon the occurrence of the specified assumptions, 
and (3) indicates that the projection has been prepared on 
the basis of the specified assumptions and is consistent with 
the accounting principles expected to be used by the regis- 
trant. The Commission believes that these disclosures are 
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are necessary and appropriate to provide investors with a 
basis to evaluate the projections in light of the assumptions 
made by the registrant and to put investors on notice that 
projections are only estimates of what could happen if the 
particular set of assumptions actually materializes. 


Finally, the proposed rules set forth certain disclosure and 
reporting standards if the registrant represents that the pro- 
jection has been reviewed by any person other than an offi- 
cer, director or employee. Such representations would have 
to be accompanied by a statement which discloses whether 
or not the reviewer is independent and where a copy of the 
reviewer's report relating to the projection may be obtained. 
If the reviewer is represented to be “independent,” he must 
be in fact independent. The standards for independence 
would be determined by reference to Regulation S-X al- 
though the reviewers need not be public accountants. To 
alleviate certain concerns of accountants, a note has been 
added to the rules indicating that any certified public ac- 
countant or public accountant reviewing or rendering a re- 
port on a projection will not thereby be deemed not inde- 
pendent with respect to the financial statements of the 
issuer. If the reviewer is not represented to be independent, 
any material relationship between the reviewer or its affili- 
ates and the issuer or its affiliates, which then exists or is 
understood to be contemplated or which has existed at any 
time during the previous two years shall be disclosed togeth- 
er with the amount of compensation received or to be re- 
ceived as a result of such relationship. 


The reviewer’s report would have to contain: (1) a state- 
ment as to whether or not he is independent; provided 

that if he is not represented to be independent, any material 
relationship between him or his affiliates and the issuer or 
its affiliates, which then exists or is understood to be con- 
templated or which has existed at any time during the pre- 
vious two years shall be disclosed together with the amount 
of compensation received or to be received as a result of 
such relationship; (2) a statement of his qualifications to 
render such review and report; (3) a statement of the scope 
of his examination and the methods and procedures follow- 
ed in such examination; (4) a statement that he is not giving 
assurances that the projection will be achieved; and (5) a 
statement that (i) the projection has been compiled on the 
basis of the assumptions made by the registrant and is 
consistent with the accounting principles expected to be used 
by the registrant; (ii) the material assumptions underlying 
the projection are internally consistent and not unreason- 
able; (iii) the methods and procedures employed by the re- 
gistrant in arriving at the projection are not unreasonable; 
and (iv) such methods and procedures have been applied in a 
consistent manner. 


The Commission indicated in its February 1973 Statement 
that it would not allow any statement of third party certifi- 
cation or verification of projection information to be dis- 
closed in filings with the Commission. The Commission 
noted, however, that it would reconsider this position if 
generally accepted principles or policies concerning such 
verification were developed. Since 1973 progress has been 
made toward the development of standards regarding the 
preparation and presentation of projections. Moreover, 
efforts are being made toward the development of standards 
for auditor involvement with projections. 3/ In light of 
these developments and the Commission’s belief that invest- 
ors would benefit from a review of projections, the Com- 





mission has included the concept of a “review” in the pro- 
posed rules. The Commission believes that if a registrant 
discloses that its projection has been reviewed, the “safe 
harbor” rules should be available only if there has been 
compliance with the standards set forth above. 


Proposed Amendments to Form 8-K under the Exchange 
Act 


1. Form 8-K: Parts | and I/ 


The Commission believes that projection information and 
information about changes in control of the registrant 
should be reported to the Commission on a timely basis. 
Therefore, the Commission is proposing to divide the report 
on Form 8-K under the Exchange Act into two parts. Part 

| would require reporting of events within ten days of the 
event. As proposed, Part | would contain two items: “‘Pro- 
jections,” and existing Item 1 of Form 8-K, “Changes in 
Control of Registrant.” It appears that projections, if they 
are to be reported at all, should be reported on a timely 
basis since one of the primary purposes of requiring that 
they be filed on the Form 8-K is to increase their availability. 
As for changes in control, the Commission believes that that 
information is of significance and that it should be reported 
promptly, particularly in the light of Congressiona! concern 
as evidenced in the Williams Act. 4/ 


Part I! of the proposed two-part Form 8-K would contain 
all the existing items of Form 8-K other than “Changes in 
Control of Registrant,” and would have to be filed within 
ten days after the end of the month in which the event 
occurred, as is now required for Form 8-K. General Instruc- 
tion B to the Form would be amended to reflect the divi- 
sion into two parts and the filing requirements. 


In addition to dividing the Form into two parts, it is also 
proposed to amend the facing sheet of Form 8-K to call 

for the registrant’s state or other jurisdiction of organiza- 
tion, Commission file number, IRS Employer Identification 
No., and telephone number. The registrant would also be 
required to indicate by check mark which part of the report 
was being filed. 


2. Form 8-K: Proposed Item A of Part |: Projections 


Proposed Item A of Part | would require a registrant to file 
Part | of Form 8-K to report any one of four events relating 
to projections: (a) the furnishing of a projection to any per- 
son, with certain exceptions set forth in Instruction 1; (b) 
revision of a projection; (c) furnishing of projections to a 
government agency which has not afforded the projections 
non-public treatment; and (d) a determination to cease dis- 
closing or revising projections. A registrant would also be 
able, but not be required, to use proposed Item A to report 
any disassociation from a projection prepared by a person 
not acting on behalf of the registrant. These proposals are 
intended to achieve a more even and timely availability of 
projections that a registrant has chosen to make public. 


_(a) Proposed Paragraph (a): Projections of Revenues, Sales, 


Net Income or Earnings Per Share 


Under proposed paragraph (a) of proposed Item A, the re- 
gistrant would have to file Part | if the registrant had fur- 
nished projections to any person other than a government 
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agency or other than in connection with certain transactions 
or to certain persons described in Instruction 1 to the item 
(see discussion on pages 13-14). 


The information that would have to be filed would include: 
(1) a statement of the projection, including the time period 
covered by the projection, (2) a statement which (i) dis- 
closes the material assumptions underlying the projection; 
(ii) cautions that there can be no assurance that the projec- 
tion will be achieved since its ultimate achievement is de- 
pendent upon the occurrence of the specified assumptions, 
and (iii) indicates whether the projection has been prepared 
on the basis of the specified assumptions and whether it is 
consistent with the accounting principles expected to be 
used by the registrant, and (3) a statement of the circum- 
stances in which the projection was furnished including the 
date it was furnished and the manner in which it was com- 
municated. In addition, if the registrant represents to any- 
one, other than in connection with transactions or to the 
persons described in Instruction 1, that a projection fur- 
nished in response to proposed paragraph (a) has been re- 
viewed by anyone other than an officer, director or employ- 
ee, the registrant must provide such person’s name and ad- 
dress and must file his report, if any, as an exhibit to Form 
8K. 


(b) Proposed Paragraph (b): Revision of Projection 


Proposed paragraph (b) requires the registrant to file Part |! 
of Form 8K if the registrant has reason to believe that any 
projection previously made public no longer has a reason- 
able basis. The registrant must either provide a revised pro- 
jection, including the information required by paragraph 
(a) of Item A, or provide an explanation of why it cannot 
furnish a revised projection. The Commission’s February 1973 
Statement indicated that a registrant should be required to 
update projections on a regular basis; this would not be re- 
quired under the proposed rules. Rather, the registrant 
would have to determine whether a revision were necessary 
whenever a material assumption underlying the initial pro- 
jection changed materially. 


The proposed requirement for revising a projection is now 
dependent on the registrant's assessment of the reasonable- 
ness of the basis for the public projection, It should be 
noted that a report under proposed paragraph (b) would 
not necessarily be required if, for example, material changes 
in assumptions occur which have offsetting effects on the 
overall projection. The Commission specifically invites 
comments as to whether a report should be required in this 
situation. The Commission also specifically invites com- 
ments on whether a percentage test for materiality of re- 
visions is appropriate. For example, it might be provided 
that a revision be filed whenever the registrant has reason 
to believe that its current projection of actual results will 

be a certain percentage above or below the public projection. 


(c) Proposed Paragraph (c): Government Agencies 


Under proposed paragraph (c) the registrant must furnish 
the name and location of any government agency, foreign 
or domestic, to which it has furnished a projection, unless 
that agency has afforded the projection non-public status. 
The registrant would also have to describe the circumstances 
in which it furnished the projection and describe any differ- 
ences between the projection and any filed with the Com- 
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mission. However, the registrant would not be required to 
file the projection information itself. 


(d) Proposed Paragraph (d): Determination to Cease Dis- 
closing or Revising Projections 


If a registrant has previously filed a projection with the Com- 
mission and subsequently determines to cease disclosing or 
revising projections, proposed paragraph (d) would require 
the registrant to briefly describe the reasons for such deter- 
mination. This proposal is intended to permit a registrant to 
exist from the disclosure system for projections. 


(e) Proposed Paragraph (e): Disassociation from Projection 
of Other Person 


Under proposed paragraph (e), if a registrant has disassoci- 
ated itself from any projection prepared by a person or per- 
sons not acting on behalf of the registrant, the registrant may, 
at its option, furnish: (1) a brief statement of the projection 
and the reasons for such disassociation and (2) a brief des- 
cription of the circumstances in which the disassociation 

was made, including the manner in which it was communi- 
cated. The Commission does not intend at this time to spec- 
ify when a registrant has an affirmative obligation to disas- 
sociate itself from another person’s projections. 


(f) Proposed Instructions to Item A 


Proposed Instruction 1 to Item A indicates that the item 
shall not apply to projections which have been retained in- 
ternally or which have been furnished in connection with the 
following transactions or to the following persons: (a) a 
transaction not involving any public offering within the 
meaning of Section 4(2) of the Securities Act; (b) a com- 
mercial loan transaction; (c) preliminary negotiations or 
agreements between the registrant and any underwriter 

or among underwriters who are or are to be in privity of 
contract with the registrant; (d) preliminary negotiations 
regarding a proposed business combination or a proposed 
acquisition or disposition of a significant amount of assets; 
(e) a person to review such projections; (f) a government 
agency, foreign or domestic, which has afforded non-pub- 
lic treatment to the projections; or (g) registrant's counsel 
or accountants in connection with their work for the regis- 
trant. 


Notwithstanding the foregoing exceptions, however, pro- 
posed Item A would apply to projections furnished that 
are part of a plan or scheme to evade the requirements of 
Item A. A note has also been added to warn registrants 
that they should caution persons who receive non-public 
projections about the anti-fraud provisions of the federal 
securities laws, particularly Rule 10b-5 under the Exchange 
Act. 


Proposed Instruction 2 to Item A indicates that information 
contained in any published statement may be incorporated 
by reference in answer or partial answer to any paragraph of 
this item. However, any such published statement must be 
filed as an exhibit to the report on Form 8-K. 


3. Proposed Exhibits to Form 8-K 


Two new exhibits are proposed to be added to the list of 
exhibits to Form 8-K. The first requires the filing of any 
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published statements containing the information furnished 
in answer to Item A of Part | together with any related ma- 
terial submitted in connection with the particular publica- 

tion. The second requires the filing of any report furnished 
ih by a person reviewing the projections as required by Item 
A of Part I. 


current year or any future period that were filed or required 
to be filed, and has not determined to cease disclosing pro- 
jections, proposed paragraph (b) would require the regis- 
trant to furnish projections for at least six months of its 
current fiscal year or for the full year or to explain why it 
cannot do so. If the registrant furnished a projection, it 
would be required to furnish at a minimum projections of 
sales or revenues, earnings and fully diluted earnings per 
share. The Commission believes that situations may occur in 
which it would be misleading to disclose projections of one 
of these items without disclosing projections of the others. 
For example, a registrant may be experiencing increasing 
sales while its earnings are deteriorating due to greater in- 
creases in its operating costs. In this situation it would be 
misleading to disclose only a sales projection. 


The proposed amendments to the existing exhibits to Form 
8-K would change the references in accordance with the 
proposed amendments to renumber the existing items of 
Form 8-K under Part II of the report. 


Proposed Amendments to Rules 13a-11 and 15d-11 under 
the Exchange Act 


The proposed amendments to Rules 13a-11 and 15d-11 
under the Exchange Act would remove from the rules the 
specific statements as to the time for filing Form 8-K. As 
proposed, the rules would make reference to the periods 
specified in General Instruction B to Form 8-K for the fil- 
ing of the different Parts of the report. 


The registrant would also be required to include a statement 
which (1) discloses the material assumptions underlying its 
projections, (2) cautions that there can be no assurance that 
the projections will be achieved since their ultimate achieve- 
ment is dependent upon the occurrence of the specified as- 
sumptions, and (3) indicates whether the projections have 
been prepared on the basis of the specified assumptions and 
whether they are consistent with the accounting principles 
expected to be used by the registrant. 


Proposed Amendments to Form 10-K 


The proposed addition of Item 2A to Form 10-K under 
the Exchange Act is intended to require public projections 
for the last fiscal year to be compared with actual results 
and to require projections for the current year if they have 
been provided for the past year, the current year or a future 
period. The Commission believes that the comparison of 
past projections with actual results would be valuable to in- 
vestors in assessing the reliability of the registrant’s projec- jections already made public or where the registrant has al- 
tions and also that any registrant that has filed projections ready made public revised projections for its current fiscal 
for the past year or for any current or future year should year. 

| provide them for the current year or explain why it can- 

» not. In addition, the proposed amendments would allow 
registrants that meet the filing and budgeting criteria of 
paragraph (a) of the safe harbor rule (proposed Rule 3b-6) 
to project for the first time in their Form 10-K if they do 
so in conformity with the safe harbor rule. 


If the responses to proposed paragraph (b) revise projections 
previously filed or are revised projections previously filed, 
the registrant Would have to set forth the reasons for each 
material revision. The requirement is intended to cover sit- 
uations where the registrant uses Form 10-K to revise pro- 


3. Proposed Paragraph (c): Initial Disclosure of Projections 


In the event the registrant is not required to furnish pro- 
jections under proposed paragraph (b), the registrant may 
furnish projections for its current fiscal year in its report on 
Form 10-K only in accordance with proposed paragraph (c). 
1. Proposed Paragraph (a): Projections for Last Fiscal Under that paragraph, the registrant must meet the require- 
Year ments of paragraph (a) of the safe harbor rule (proposed 
Rule 3b-6). In addition, if such a registrant determines to 





Under proposed paragraph (a) of Item 2A, the registrant 
would have to furnish all projections previously filed or 

required to be filed with the Commission covering year- 

end results for the registrant's last fiscal year. A state- 


ment of the material assumptions underlying each projec- 
tion should also be included if not previously filed. If any 


projection had been revised, the registrant would be re- 
quired to briefly describe the reasons for each material 
revision. The registrant would also be required to present 
its most recent projections for the fiscal year covered by 
the report in comparative form with corresponding his- 
torical results. Where a projection differed from the cor- 
responding historical result by a factor of ten percent or 
more, the registrant would have to set forth the material 


reasons for such difference. The Commission believes that 
this comparison would provide a basis to evaluate the prob- 


able reliability of the registrant’s subsequent projections. 


2. Proposed Paragraph (b): Projections for Current Fiscal 


Year 


furnish previously undisclosed projections in its report on 
Form 10-K, the registrant must set them forth in conform- 
ity with paragraph (b) of proposed Rule 3b-6. The Commis- 
sion believes that a report on Form 10-K should not be the 
initial vehicle for an issuer to enter the disclosure system 
for projections unless the registrant meets the filing and 
budgeting criteria of the proposed safe harbor rule and the 
projections and related disclosure meet the standards pro- 
posed in that rule. 


4. Proposed Paragraph (d): Review of Projections 


If the registrant has disclosed to any person other than in 
connection with the same types of transactions or to the 
same persons described in proposed Instruction 1 to Form 
8-K that any projection furnished in response to proposed 
Item 2A has been reviewed by anyone other than an officer, 
director or employee, the registrant would have to provide 
the reviewer’s name and address and file a copy of his re- 
port, if any, as an exhibit to Form 10-K. 


ig If a registrant made projections for the last fiscal year, the 5. Proposed Amendment to Instructions as to Exhibits 
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Proposed Exhibit D would require the filing of any report 
required by Item 2A(qd). 


Proposed Amendment to Rules 14a-3 and 14c-3 


Rule 14a-3 of the proxy rules under the Exchange Act pre- 
sently requires that certain information be contained in the 
annual report to security holders that must be provided by 
issuers with securities registered pursuant to Section 12 of 
the Exchange Act. The proposed amendment to that rule 
would require that all projection information, other that 
exhibits, contained in the registrant’s report on Form 10-K 
also be included in the annual report to security holders. 
The Commission believes that this information, if it is to be 
provided in the Form 10-K, is of such interest to security 
holders that it should also be sent directly to them in the 
annual report. A comparable provision is proposed to be 
added to Rule 14c-3. 


Proposed Amendment to Rule 14a-9 
The proposed amendment to the note to Rule 14a-9 of the 


proxy rules under the Exchange Act would amend para- 
graph (a) of the note which presently refers to predictions 


of future earnings as possibly misleading in certain situations. 


In light of the various other proposals, the Commission be- 
lieves that this note should be amended to omit the refer- 
ence to earnings. 


Proposed Amendments to Forms S-1, S-7, S-8, S-9 and S-14 


The proposed amendments to Forms S-1, S-7, S-8, S-9 and 
S-14 under the Securities Act would require inclusion of pro- 
jections in the registration statements when a registrant has 
filed or is required to have filed a projection with the Com- 
mission. Registrants also would be permitted to use a regis- 
tration statement to commence filing projections provided 
that the registrant meets the filing and budgeting criteria 

of paragraph (a) of the safe harbor rule (proposed Rule 132) 
and the projections are set forth in conformity with that 
rule. Identical items are proposed under each form with 

the exception of the proposed amendment to Form S-14 
which refers to requirements of Form S-1. 


1. Proposed Paragraph (a): Projections Filed or Required 
to be Filed 


Under paragraph (a) of the proposed items, the registrant 
would have to furnish all projections for (1) year-end results 
for its last fiscal year, (2) its current year, or (3) any future 
period, which have been or are required to have been filed 
with the Commission. The registrant would be required to 
furnish a description of revisions and a comparison with his- 
torical results identical to those called for under Form 10-K 
(see discussion above concerning proposed paragraph (a) to 
Item 2A of Form 10-K). In addition, if projections were 
disclosed for the current year or future periods, a statement 
disclosing the material assumptions underlying the projec- 
tions and containing cautionary langauge would have to 

be included. 


2. Proposed Paragraph (b): Government Agencies 
If the registrant has furnished projections for the current 


year or any future period to any government agency, for- 
eign or domestic, which has not afforded non-public treat- 
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ment to the projections, proposed paragraph (b) would 
require the registrant to give the name and location of the 
agency and the circumstances under which the projection 
was furnished, and to describe any material differences 
from any projections filed with the Commission. 


3. Proposed Paragraph (c): Review of Projections 


Under proposed paragraph (c), if the registrant represents 

in the registration statement that any projection included 

in the registration statement has been reviewed by anyone 
other than an officer, director, or employee of the registrant, 
the reviewer’s report would have to be filed as an exhibit 
and his consent obtained. 


4. Proposed Paragraph (d): Initial Disclosure of Projections 


A registrant could include previously undisclosed projections 
for its current or next fiscal year in the registration state- 
ment only in accordance with proposed paragraph (d). That 
paragraph would require the registrant to meet the require- 
ments of paragraph (a) of the safe harbor rule (proposed 
Rule 132) and to set forth the projections in conformity 
with the safe harbor rule. 


As with Form 10-K, the Commission believes that the regis- 
trant should not commence disclosing projections in these 
registration statements unless the registrant meets the filing 
and budgeting criteria of the proposed safe harbor rule and 
the projections and related disclosures meet the standards 
proposed in that rule. 


5. Proposed Amendment to Instructions as to Exhibits 


Any report called for by proposed paragraph (c) would have 
to be filed as an exhibit to the registration statement. 


OPERATION OF PROPOSALS 


The Commission is mindful of the cost to registrants of its 
proposals and it recognizes its responsibilities to weigh with 
care the costs and benefits which result from its rules. Ac- 
cordingly, the Commission specifically invites comments on 
the cost to registrants of the proposals published in this re- 
lease, if adopted. 


If adopted, the proposals would operate prospectively only 
since there are now no requirements for furnishing projec- 
tions in reports on Forms 8-K or 10-K under the Exchange 
Act or in filings on Forms S-1, S-7, S-8, S-9 or S-14 under the 
Securities Act. Accordingly, a filing requirement relating to 
projections would not be triggered by projections that were 
disclosed prior to the effective date of the rules. 


To illustrate how the proposals would apply if adopted, the 
Commission has prepared the following examples. These ex- 
amples are not all-inclusive, but are representative of situa- 
tions which might occur under the proposed rules. 
Example | - Mandatory Filing Requirements 

A. Facts 


Y Company is subject to the reporting requirements of Sec- 
tion 13 of the Exchange Act. In response to an analyst's 


vit 
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he 





telephone inquiry on April 15, 1975, the financial vice- 
president of the company states that Y Company expects 
to have earnings of $6.00 per share for the year ended De- 
cember 31, 1975. 


B. Filing Requirements 


1. This statement triggers the filing requirements of Item 

A of Part | of Form 8-K. Accordingly, Y Company must file 
a report on Form 8-K within ten days (before April 25, 
1975) containing a statement of the projection, the material 
assumptions underlying the projection, and the circum- 
stances in which the projection was disclosed. 


2. Y Company has now entered the disclosure system for 
projections and has these obligations: 


(a) It must file a report on Form 8-K when it has reason to 
believe that the projection no longer has a reasonable basis. 


(b) It must include the projection in its 1975 annual report 
on Form 10-K, and compare it with actual results for the 
year. 


(c) It must also include projections for the first six months 
of 1976 or for the entire year in its 1975 annual report on 
Form 10-K unless the company chooses to exit from the dis- 
closure system for projections. 


(d) It must include the projection in any registration state- 
ment on Forms S-1, S-7, S-8, S-9 or S-14 filed during 1975 

or 1976; provided that if such registration statement is filed 
during 1976, the projection must be compared with actual 

results for 1975. 


(e) It must include the projection information required by 
Form 10-K in its annual report to shareholders if the com- 
pany is subject to the proxy rules. 


3. Y Company may exit from the disclosure system in the 
following ways: 


(a) It may file a report on Form 8-K stating that it has de- 
termined to cease disclosing projections and explaining the 
reasons for such determination. 


(b) It may state in its annual report on Form 10-K that it 
has determined to cease disclosing projections, in which 
event the company need not furnish projections for its cur- 
rent fiscal year in the report on Form 10-K. 


(c) It may state in a registration statement on Form S-1, 
$7, $8, S-9 or S-14 that the company has determined to 
cease disclosing projections. 

Example II - Independent Review 

A. Facts 


Assume that the financial vice-president in the previous ex- 
ample had also stated that the $6.00 per share projection 
had been reviewed by Y Company’s auditors. 


B. Disclosure Requirements 


} 
ij) ( In addition to the requirements noted in Example | above, 


Y Company must also disclose that it had made this repre- 
sentation regarding a review by an independent person. This 
disclosure would be required in the Form 8-K, Form 10-K 
and also in any registration statement filed on Forms S-1, 
S-7, S-8, S-9 and S-14 if such registration statement repeated 
the representation. If Y Company’s auditors furnished a re- 
port concerning the projection, such report must be filed as 
an exhibit to the report or registration statement and the 
auditors’ consent must be filed as part of the registration 
statement. 


Example I/1 - Revision of Projection 
A. Facts 


On September 19, 1975 officers of Y Company in Example 

| learn that one of the assumptions underlying the projection 
will not materialize and they believe that this will materially 
affect the projection. 


B. Filing Requirements 


Y Company must file a report on Form 8-K within 10 days 
(before September 29, 1975) containing a revised projection. 
if Y Company is unable to furnish a revised projection be- 
cause, for example, it is not able to quantify the effect of 

the change in the assumption, Y Company must still file the 
report on Form 8-K and furnish an explanation of the reasons 
for its inability to furnish a revised projection and a descrip- 
tion of the change in the assumption underlying the $6.00 
projection. 


Example IV - Permissive Filings 
A. Facts 


X Company has been subject to the reporting requirements 
of Section 13 of the Exchange Act for three years and has 
filed all reports required to be filed thereunder during the 
preceding 12 months. In addition, X Company has prepared 
budgets for internal use during each of its last three fiscal 
years. 


B. Permissive Filings 


Since X Company has a history of reporting and budgeting 
experience, X Company may include previously undisclosed 
projections in a report on Form 10-K or in a registration 
statement filed on Forms S-1, S-7, S-8, S-9 or S-14. However, 
X Company must then present its projections in conformity 
with the “safe harbor” rules which require the furnishing of 
projections of sales or revenues, net income and fully diluted 
earnings per share expressed as an exact figure, a reasonable 
variation from an exact figure or a reasonable range of figures 
and limited to X Company’s current fiscal year, or if the 
projections are disclosed after the end of the company’s 
second quarter, to the current fiscal year and the next fiscal 
year. In addition, X Company must disclose the material as- 
sumptions underlying the projections. Finally, if X Company 
includes a representation that the projections have been re- 
viewed by any person other than an officer, director or em- 
ployee of the company, any report by such person must be 
filed as an exhibit to the report or registration statement 

and such person’s consent must be filed as part of the regsi- 
tration statement. 
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Example V - Confirmation of Projection 


A. Facts 


C Company is subject to the reporting requirements of Sec- 
tion 13 of the Exchange Act. On May 15, 1975, an analyst 
telephones the president of C Company to talk about C Com- 
pany’s future prospects. The analyst tells the president that 
he has concluded that C Company will have earnings of 
$8.00 per share for the year ended December 31, 1975. The 
president replies “that’s in the ballpark.” 


B. Filing Requirements 


This statement is a projection because it is a confirmation 
by C Company of a statement regarding future earnings per 
share of C Company. Since the president by confirming the 
analyst’s projection has furnished a projection to the analy- 
st, C Company must file a report on Form 8-K within 10 
days (before May 25, 1975) containing a statement of the 
projection, the materia! assumptions underlying the projec- 
tion, and the circumstances in which the projection was dis- 
closed. Thus, C Company has entered the disclosure system 
for projections and is subject to the same requirements 
noted in Example | for Y Company. 


* + *# *® # 


The Commission hereby proposes for comment proposed 
Rule 132 pursuant to Section 19(a) of the Securities Act, 
proposed amendments to Rule 405 and to Forms S-1, S-7, 
S$-8, S-9 and $-14 pursuant to Sections 7, 10 and 19(a) of 
the Securities Act, proposed Rule 3b-6 pursuant to Section 
23(a) of the Exchange Act and proposed amendments to 
Rules 12b-2, 13a-11, 14a-3, 14c-3, 14a-9 and 15d-11 and 
to Forms &K and 10-K pursuant to Sections 12, 13, 14, 
15(d) and 23(a) of the Exchange Act. All interested persons 
are invited to submit their views and comments on the fore- 
going proposals to George A. Fitzsimmons, Secretary, Se+ 
curities and Exchange Commission, Washington, D. C. 
20549 on or before June 30, 1975. Such communications 
should refer to File No. S7-561. All such communication 
will be available for public inspection. The text of proposed 
Rule 3b-6, the proposed amendments to Rules 12b-2, 13a- 
11, 14a-3, 14c-3, 14a-9 and 15d-11 and to Forms 8-K and 
10-K, proposed Rule 132 and the proposed amendments to 
Rule 405 and to Forms S-1, S-7, $8, S-9 and $-14 is 
attached hereto. 


By the Conimission. 


George A. Fitzsimmons 
Secretary 


1/ Securities Act Release No. 5362, Securities Exchange 
Act Release No. 9984 (February 2, 1973). 


2/ As noted in the Commission’s “Statement by the Com- 
mission on the Disclosure of Projections of Future Econ- 
omic Performance,” the proposed discllsure system for pro- 
jections is not intended to apply to tax shelter investments 
since these involve different considerations. 


3/ Preparation and presentation standards have been sug- 
gested in AICPA Exposure Draft of February 24, 1975, 
“Presentation and Disclosure of Financial Forecasts,”’ and 
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AICPA “Guidelines for Systems for the Preparation of Fi- 
nancial Forecasts.” The Auditing Standards Division of the 
AICPA is presently studying the auditor's role with respect 
to projections. 


4/ Section 13(d)(1) of the Exchange Act requires a state- 
ment to be filed with the Commission within ten days of 
the acquisition of more than five percent of any registered 
class of securities. 


PROPOSALS UNDER THE EXCHANGE ACT 


Proposed Amendment to Rule 12b-2—Definition of “Pro- 
jection” 


Projection. A “‘projection” is a statement made by an issuer 
regarding material future revenues, sales, net income or earn- 
ings per share of such issuer, expressed as a specific amount, 
range of amounts or percentage variation from a specific 
amount, or a confirmation by an issuer of any such state- 
ment made by another person. 


NOTE 1: This definition does not include announcements 
to the public regarding preliminary results of periods ended 
but not yet reported. 


NOTE 2: Aconfirmation includes, for example, statements 
that another person’s projection is “in the ballpark,” 
“attainable,”’ or “on target.” 


*» * # * #* 


Proposed Rule 3b-6. Definition of “untrue statement of a 
material fact,” “manipulative, deceptive or fraudulent de- 
vice, contrivance, act or practice” or “false or misleading 
with respect to any material fact’ as used in certain sections 


and rules under the Act. 


A projection by an issuer as defined in Rule 12b-2 under the 
Act shall be deemed not to be an “untrue statement of a 
material fact” as that term is used in section 14(e) of the 
Act and Rule 10b-5 under the Act or a “manipulative,” 
“deceptive” or “fraudulent” “‘device,” “contrivance,” 
“act” or “practice” as those terms are used in sections 
10(b), 14(e) and 15(c) of the Act or “‘false or misleading 
with respect to any material fact’’ as that term is used in 
sections 18(a) and 32 of the Act and Rule 14(a)(9) under 
the Act, whether or not the projection is achieved, if at the 
time the projection was disclosed: 


a) The issuer of securities to which the projection pertains-- 


(1) Has securities registered pursuant to section 12 of the 
Securities Exchange Act of 1934, has been subject to the 
reporting requirements of section 13 of that Act for a per- 
iod of at least three years and has filed all the reports re- 
quired to be filed thereunder during the preceding 12 
months; or has registered securities pursuant to the Securi- 
ties Act of 1933, has been subject to the reporting require- 
ments of section 15(d) of the Securities Exchange Act of 
1934 for a period of at least three years and has filed all the 
reports required to be filed thereunder during the preceding 
12 months; or is an insurance company which has filed the 
annual statement required by Section 12(g)(2)(G)(i) of the 
Securities Exchange Act of 1934 for the preceding three 
years; and 




















ile 


(2) Has prepared budgets for internal use for its last three 
fiscal years; and 


b) The projection— 


(1) Has been prepared with reasonable care by qualified 
personnel and carefully reviewed and approved by manage- 
ment at the appropriate levels; 


(2) Has a reasonable factual basis and represents manage- 
ment’s good faith judgement; 


(3) Relates at a minimum to sales or revenues, net income 
and fully diluted earnings per share; 


(4) Is expressed as an exact figure, a reasonable variation 
from an exact figure, or a reasonable range of figures; for 
purposes of this subsection, a 10 percent variation or range 
not exceeding 10 percent from the midpoint shall be deem- 
ed reasonable; 


NOTE 1: The registrant has the burden of establishing the 
reasonableness of any variation or range which exceeds the 
above 10 percent limitation. 


NOTE 2: The following is an example of a range not ex- 
ceeding 10 percent from the midpoint: ‘‘Earnings of $1.80 
to $2.20 per share.” 


(5) Is limited to the registrant’s current fiscal year, or if 
the projection is disclosed after the end of the second quar- 
ter, to the current fiscal year and the next fiscal year; 


(6) Is identified as a projection and accompanied by a state- 
ment which (i) discloses the material assumptions underly- 
ing the projection; (ii) cautions that there can be no assur- 
ance that the projection will be achieved since its ultimate 
achievement is dependent upon the occurrence of the speci- 
fied assumptions; and (iii) indicates that the projection has 
been compiled on the basis of the specified assumptions 

and is consistent with the accounting principles expected 

to be used by the registrant. 


(7) Is not represented to have been reviewed by any person 
other than an officer, director or employee of the issuer 
unless: 


(A) Such representation is accompanied by a statement 
which discloses (1) whetrher or not such person is independ- 
ent and (2) where a copy of such person’s report relating 

to the projection may be obtained. 


(i) If represented to be independent, such person shall be in 
fact independent of the issuer. Independence shall be de- 
termined by reference to the criteria set forth for public 
accountants in Rule 2-01 of Regulation S-X; but the inde- 
pendent person need not be a public accountant. 


NOTE: Any certified public accountant or public account- 
ant reviewing or rendering a report on a projection will not 
thereby be deemed not independent with respect to the 
financial statements of the issuer. 


(ii) If such person is not represented to be independent, 
any material relationship between such person or its affili- 
ates and the issuer or its affiliates, which then exists or is 


understood to be contemplated or which has existed at any 
time during the previous two years shall be disclosed togeth- 
er with the amount of compensation received or to be re- 
ceived as a result of such relationship. 


(B) Such person has furnished a report to the issuer which 
shall contain: 


(i) a statement as to whether or not such person is inde- 
pendent; provided that if such person is not represented to 
be independent, any material relationship between such per- 
son or its affiliates and the issuer or its affiliates, which 
then exists or is understood to be contemplated or which 
has existed at any time during the previous two years shall 
be disclosed together with the amount of cmpensation re- 
ceived or to be received as a result of such relationship. 


(ii) a statement of such person’s qualifications to render 
such review and report; 


(iii) a statement of the scope of such person’s examination 
and the methods and procedures followed in such examina- 
tion; 


(iv) a statement that such person is not giving assurances 
that the projection will be achieved; and 


(v) a statement by such person that: 


{1) the projection has been compiled on the basis of the 
assumptions made by the registrant and is consistent with 
the accounting principles expected to be used by the re- 
gistrant; 


(2) the material assumptions underlying the projections 
are internally consistent and not unreasonable; 


(3) the methods and procedures employed by the registrant 
in arriving at the projection are not unreasonable; and 


(4) such methods and procedures have been applied in a 
consistent manner. 


Proposed Amendment to Rule 13a-11 (Additions in italics) 


(a) Except as provided in paragraph (b) of this section, 
every registrant subject to rule 13a-1 shall file a current 
report on Form 8-K if any of the events specified in that 
form occurs, unless substantially the same information as 
that required by Form 8-K has been previously reported 

by the registrant. Current reports shall be filed within the 
period specified for the appropriate Part in General Instruc- 
tion B to Form 8-K. 


(b) [No change] 


Proposed Amendment to Rule 15d-11 (Additions in italics) 


(a} Except as provided in paragraph (b) of this section, 
every registrant subject to rule 15d-1 shall file a current 
report on Form 8-K jf any of the events specified in that 
form occurs, unless substantially the same information as 
that required by Form 8-K has been previously reported 
by the registrant. Current reports shall be filed within the 
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period specified for the appropriate Part in General In- 
struction B to Form 8-K. 


(b) [No change] 
* = > = 
[As proposed to be amended] 


SECURITIES AND EXCHANGE COMMISSION 
Washington, D. C. 20549 


Form 8K 
CURRENT REPORT 


Pursuant to Section 13 or 15(d) of the Securities Exchange 
Act of 1934 





(Exact name of registrant as specified in its charter) 





(State or other 
jurisdiction of 
organization 


(Commission file 
number) 


(IRS Employer 
Identification No.) 





(Address of principal executive offices) (Zip code) 


Registrant's telephone number, including area code 








Part | 
Indicate by a 
check mark Date(s) of Event(s) Reported 
which Part of 
the Report is Part Il 
being filed. 
£7 19 
Month of 
GENERAL INSTRUCTIONS 
A. (No change) 


B. Events to be Reported (Addition in Italics) 


A report on this form is required to be filed upon the occur- 
rence of any one or more of the events specified in the items 
of this form. For events specified in Part |, the report is to 
be filed within ten days after the occurrence of the event. 
For events specified in Part 11, the report is to be filed with- 
in ten days after the close of each month during which an 
event occurs. However, if substantially the same information 
as that required by this form has been previdusly filed by 
the registrant, an additional report of the information on 
this form need not be made. The term “previously filed” 

is defined in Rule 12b-2. 


C-F (No change) 
PART I 


INFORMATION TO BE INCLUDED IN PART | OF 
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REPORT 
(See General Instruction B) 


Item A. Projections. 


(a) Projections of Revenues, Sales, Net Income or Earnings 
per Share 


If the registrant furnishes a projection to any person, except 
a government agency, furnish the following information: 


NOTE: See paragraph (c) of this item and paragraph (f) of 
Instruction 1 to this item for requirements when projections 
are furnished to government agencies. 


(1) Astatement of the projection including the time period 
covered hy the projection. 


(2) A statement which (1) discloses the material assump- 
tions underlying the projection; (ii) cautions that there can 
be no assurance that the projection will be achieved since 
its ultimate achievement is dependent upon the occurrence 
of the specified assumptions; and (iii) indicates whether the 
projection has been compiled on the basis of the specified 
assumptions and whether it is consistent with the account- 
ing principles expected to be used by the registrant. 


(3) Astatement of the circumstances in which the projec- 
tion was furnished including the date it was furnished and 
the manner in which it was communicated. 


(4) It the registrant has representeu io any person, other 
than in connection with a transaction or to a person des- 
cribed in Instruction 1, that a projection furnished in re- 
sponse to this item has been reviewed by any person other 
than an officer, director or employee of the registrant, 
give such person’s name and address, and file such person’s 
report, if any, as an exhibit to this report. 


(b) Revision of Projection 


If the registrant has reason to believe that any projection 
previously filed or required to be filed with the Commission 
no longer has a reasonable basis, furnish a revision of the 
projection including the information required by paragraph 
(a) above; provided that if the registrant is unable to fur- 
nish a revised projection, the registrant shall set forth a brief 
explanation of the reasons for its inability to furnish the 
revision together with a brief description of material changes, 
if any, in the material assumptions underlying such projec- 
tion. 


(c) Government Agencies 


If the registrant has furnished a projection to any govern- 
ment agency, foreign or domestic, other than the Commis- 
sion, give the name and location of such agency and describe 
the circumstances under which the projection was furnished. 
If the projections furnished to such agency are materially 
different from any projection filed with the Commission, 
briefly describe such differences. 


NOTE: See paragraph (f) of Instruction 1 to this item. 


(d) Determination to Cease Disclosing or Revising Projec- 
tions 
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If the registrant has previously filed a projection with the 
Commission and subsequently determines to cease disclos- 
ing or revising projections, briefly describe the reasons for 
such determination. 


(e) Disassociation from Projection of Other Person 


if the registrant has disassociated itself from any projection 
prepared by a person or persons not acting on behalf of the 
registrant, the registrant may, at its option, furnish the 
following information: 


(1) A brief statement of the projection and the reasons 
for such disassociation. 


(2) A brief description of the circumstances in which the 
disassociation was made, including the manner in which it 
was communicated. 


Instructions. 1. This item shall not apply to projections 
which have been retained internally or which have been 
furnished in connection with a transaction or to a person 
listed below: 


a) a transaction not involving any public offering within 
the meaning of Section 4(2) of the Securities Act of 1933; 


b) a commercial loan transaction; 


c) preliminary negotiations or agreements between the re- 


gistrant and any underwriter or among underwriters who are 


or are to be in privity of contract with the registrant; 


d) preliminary negotiations regarding a proposed business 


combination or a proposed acquisition or disposition of a sig- 


nificant amount of assets; 
e) a person for purposes of reviewing such projections; 


f) a government agency, foreign or domestic, which has 
afforded non-public treatment to the projections; or 


g) the registant’s accountants or counsel in connection with 


their work for the registrant. 


h) Notwithstandmg the above, this item shall apply to pro- 
jections furnished as part of a plan or scheme to evade the 
requirements of this item. 


NOTE: Registrants should caution persons who receive 
non-public projections about the anti-fraud provisions of 
the federal securities laws, particularly Rule 10b-5 under 
the Act. 


2. Information contained in any published statement may 
be incorporated by reference in answer or partial answer 
to any paragraph of this item. 

NOTE: Any such publisheu statement must be filed as an 
exhibit to this report. See Item 1 of list of exhibits to this 
report. 

Item B. Changes in Control of Registrant 


(No change from existing Item 1 of Form 8-K) 


PART II 

INFORMATION TO BE INCLUDED IN PART I! OF 
REPORT 

(See General Instruction B) 

Item 1. Acquisition or Disposition of Assets. 

(No change from existing Item 2 of Form 8-K) 

Item 2. Legal Proceedings. 

(No change from existing Item 3 of Form 8-K) 

Item 3. Changes in Securities. 

(No change from existing Item 4 of Form 8-K) 

Item 4. Changes in Security for Registered Securities. 
(No change from existing Item 5 of Form 8-K) 

/tem 5. Defaults Upon Senior Securities. 


(No change from existing Item 6 of Form 8-K except that 
in italics below) 


Instruction. This item need not be answered as to any 
default or arrearage with respect to any class of securities 
all of which is held by, or for the account of, the regis- 
trant or its totally held subsidiaries. 


Item 6. Increase in Amount of Securities Outstanding. 
(No change from existing Item 7 of Form 8-K) 
Item 7. Decrease in Amount of Securities Outstanding. 


(No change in existing Item 8 of Form 8-K except that in 
italics below) 


Instruction. \nstruction 1 to /tem 6 of Part I/ shall also 
apply to this item. This item need not be answered as to 
decreases resulting from ordinary sinking fund operations, 
similar periodic decreases made pursuant to the terms of 
the constituent instruments, decreases resulting from the 
conversion of securities or decreases resulting from the 
payment of indebtedness at maturity. 


Item 8. Options to Purchase Securities. 

(No change from existing Item 9 of Form 8-K) 

Item 9. Extraordinary Item Charges and Credits, Other 
Material Charges and Credits to Income of an Unusual 
Nature, Material Provisions for Loss, and Restatements of 
Capital Share Account. 

(No change from existing Item 10 of Form 8-K) 


Item 10. Submission of Matters to a Vote of Security 
Holders. 


(No change from existing Item 11 of Form 8-K) 
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Item 11. Changes in Registrant’s Certifying Accountant. 


(No change from existing Item 12 of Form 8-K) 
Item 12. Other Materially Important Events. 
(No change from existing Item 13 of Form 8-K) 
Item 13. Financial Statements and Exhibits. 


(No change from existing Item 14 of Form 8-K) 


SIGNATURES 
(No change) 


FINANCIAL STATEMENTS OF BUSINESSES ACQUIRED 
(No change except that in italics below) 


1. Businesses for Which Statements are Required. 


The financial statements specified below shall be filed for 
any business the succession to which or the acquisition of 
an interest in which is required to be described in answer 

to Item 7 of Part II. 


EXHIBITS (PARTS | AND I!) 
(Additions in Italics) 


1. Copies of any published statements containing the in- 
formation furnished in answer to Item A of Part | together 
with any related material submitted in connection with the 
particular publication. 


2. Copies of any report furnished pursuant to Item A(a) (4) 
of Part I. 


+. 3. Copies of any plan of acquisition or disposition des- 
cribed in answer to Item 7 of Part //, including any plan of 
reorganization, readjustment, exchange, merger, consolida- 
tion or succession in connection therewith. 


2: 4. Copies of the amendments to all constituent instru- 
ments and other documents described in answer to Item 
3 of Part II. 


3 5. Copies of all constituent instruments defining the 
rights of the holders of any new class of securities referred 
to in answer to Item 6 of Part II. 


4. 6. Copies of any plan pursuant to which the options re- 
ferred to in answer to Item 8 of Part // were granted, or if 
there is no such plan, specimen copies of the options. 


& 7. Copies of the text of any proposal described in answer 
to Item 10 of Part II. 


6: 8. Copies of any material amendments to the registrant’s 
charter or by-laws, not otherwise required to be filed. 


4: 9. Letters from the registrant and the independent 
accountants furnished pursuant to Item 77 of Part //. 


& 10. Reports from the independent accountants furnished 
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pursuant to Item 9 of Part //. 


* . o * = 
Proposed Amendment to Form 10-K 
item 2A. Projections. 


(a) Furnish all projections filed or required to be filed 
with the Commission covering the year-end results for the 
fiscal year covered by this report. Include a statement of 
the material assumptions underlying each projection, if 
not previously filed. 


Instructions. 1. \f any such projection was revised, briefly 
describe the reasons for each material revision. 


2. The most recent projections for the fiscal year covered 
by this report should be presented in comparative form with 
the corresponding historical results. Where a projection dif- 
fers from the corresponding historical resuit by a factor of 
10 percent or more, set forth the material reasons for such 
difference. If the projection was expressed as a range, the 
percentage difference shall be measured from the endpoints 
of such range. 


(b) If the registrant made projections for the last fiscal 
year, the current year or any future period that were filed 
or required to be filed with the Commission, and has not 
determined to cease disclosing projections, the registrant 
shall furnish projections for at least the first six months of 
the current fiscal year or for the full fiscal year, whether or 
not previously filed. Include at a minimum projections of 
sales or revenues, net income and fully diluted earnings per 
share. Also include a statement which (i) discloses the ma- 
terial assumptions underlying the projections; (ii) cautions 
that there can be no assurance that the projections will be 
achieved since their ultimate achievement is dependent 
upon the occurrence of the specified assumptions; and (iii) 
indicates whether the projections have been compiled on 
the basis of the specified assumptions and whether they 
are consistent with the accounting principles expected to 
be used by the registant. If the registrant has determined 
to cease disclosing projections, set forth the reasons for 
such determination. 


Instruction. \f the responses to this paragraph revise 
projections previously filed with the Commission or are 
revised projections previously filed with the Commission, 
set forth the reasons for each material revision. 


(c) If the registrant is not required to furnish projections 
under paragraph (b) of this item, the registrant may furnish 
projections for its current fiscal year only if the registrant 
meets the requirements of paragraph (a) of Rule 3b-6 under 
the Act. If such registrant determines to furnish such pro- 
jections in this report, the registrant shall set forth such pro- 
jections in conformity with Rule 3b-6. 


(d) If the registrant represents or has represented, other 
than in connection with a transaction or to a person speci- 
fied in the Instruction to this paragraph, that any projec- 
tion furnished in.response to this item has been reviewed 
by any person other than an officer, director or employee 
of the registrant, so state, give such person’s name and ad- 
dress, and file such person’s report, if any, as an exhibit to 
this report. 
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Instruction. This paragraph shall not apply to representa- 
tions made internally or those made in connection with a 
transaction or to a person listed below: 


(a) transactions not involving any public offering with- 
in the meaning of Section 4(2) of the Securities Act of 
1933; 


(b) commercial loan transactions; 


(c) preliminary negotiations or agreements between the 
registrant and any underwriter or among underwriters 
who are or are to be in privity of contract with the regis- 
trant; 


(d) preliminary negotiations regarding a proposed business 
combination or a proposed acquisition or disposition of a 
significant amount of assets; or 


(e) a government agency, foreign or domestic, which has 
afforded the related projections non-public treatment; or 


(f) the registrant’s accountants or counsel in connection 
with their work for the registrant. 


(g) Notwithstanding the above, this paragraph shall apply 
to representations made as part of a plan or scheme to 
evade the requirements of this paragraph. 

Instructions as to Exhibits 

A-C (No change) 

D. Copies of any report called for by Item 2A(d). 


Proposed Amendment to Rule 14a-3 (Addition in Italics) 
(b)(4)a [No change from existing paragraph (b)(4)] 
b The report shall contain the information, other than the 


exhibits, required by Item 2A, “Projections,” of Form 
10-K. 


* * * * * 
Proposed Amendment to Rule 14c-3 (Addition in Italics) 
(a)(4)a [No change from existing paragraph (a) (4)] 
6b The report shall contain the information, other than the 


exhibits, required by Item 2A, “Projections,” of Form 
10-K. 


Proposed Amendment to Rule 14a-9 (Addition in italics) 
(a) (No change) 

(b) (No change) 

NOTE: The following are some examples of what, depend- 


ing upon particular facts and circumstances, may be mis- 
leading within the meaning of this section. 


(: (a) Predictions as to specific future market values;-earnings 


or dividends. 
(b) (No change) 
(c) (No change) 


(d) (No change) 


PROPOSALS UNDER THE SECURITIES ACT 


Proposed Amendment to Rule 405—Definition of “Projec- 
tion” 


Projection. A “projection” is a statement made by an issuer 
regarding material future revenues, sales, net income or earn- 
ings per share of such issuer, expressed as a specific amount, 
range of amounts or percentage variation from a specific 
amount, or a confirmation by an issuer of any such state- 
ment made by another person. 


NOTE 1: This definition does not include announcements 
to the public regarding preliminary results of periods ended 
but not yet reported. 


NOTE 2: Aconfirmation includes, for example, statements 
that another person’s projection is “‘in the ballpark,” 
“attainable,” or “‘on target.” 


* # * * #* 


Proposed Rule 132. Definition of “untrue statement of a 
material fact’ as used in certain sections of the Act. 


A projection by an issuer as defined in Rule 405 under the 
Act shall be deemed not to be an “untrue statement of a 
material fact” as that term is used in sections 11, 12(2) and 
17(a)(2) of the Act, whether or not the projection is achiev- 
ed, if at the time the projection was disclosed: 


a) The issuer of securities to which the projection per- 
tains— 


(1) Has securities registered pursuant to section 12 of the 
Securities Exchange Act of 1934, has been subject to the 
reporting requirements of section 13 of that Act for a period 
of at least three years and has filed all the reports required 
to be filed thereunder during the preceding 12 months; or 
has registered securities pursuant to the Securities Act of 
1933, has been subject to the reporting requirements of sec- 
tion 15(d) of the Securities Exchange Act of 1934 for a 
period of at least three years and has filed ail the reports 
required to be filed thereunder during the preceding 12 
months; or is an insurance company which has filed the 
annual statement required by Section 12(g)(2)(G)(i) of the 
Securities Exchange Act of 1934 for the preceding three 
years; and 


(2) Has prepared budgets for internal use for its last three 
fiscal years; and 


b) The projection— 
(1) Has been prepared with reasonable care by qualified 


personnel and carefully reviewed and approved by manage- 
ment at the appropriate levels; 
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(2) Has a reasonable factual basis and represents manage- 
ment’s good faith judgment; 


(3) Relates at a minimum to sales or revenues, net income 
and fully diluted earnings per share; 


(4) Is expressed as an exact figure, a reasonable variation 
from an exact figure, or a reasonable range of figures; for 
purposes of this subsection, a 10 percent variation or range 
not exceeding 10 percent from the midpoint shall be deemed 
reasonable; 


NOTE 1: The registrant has the burden of establishing the 
reasonableness of any variation or range which exceeds the 
above 10 percent limitation. 


NOTE 2: The following is an example of a range not ex- 
ceeding 10 percent from the midpoint: “Earnings of $1.80 
to $2.20 per share.” 


(5) Is limited to the registrant’s current fiscal year, or if 
the projection is disclosed after the end of the second quar- 
ter, to the current fiscal year and the next fiscal year; 


(6) Is identified as a projection and accompanied by a 
statement which (i) discloses the material assumptions un- 
derlying the projection, (ii) cautions that there can be no 
assurance that the projection will be achieved since its ulti- 
mate achievement is dependent upon the occurrence of the 
specified assumptions, and (iii) indicates the projection 

has been compiled on the basis of the specified assumptions 
and is consistent with the accounting principles expected to 
be used by the registrant 


(7) Is not represented to have been reviewed by any per- 
son other than an officer, director or employee of the issuer 
unless: 


(A) Such representation is accompanied by a statement 
which discloses (1) whether or not such person is inde- 
pendent and (2) where a copy of such person’s report re- 
lating to the projection may be obtained. 


(i) If represented to be independent, such person shall be 
in fact independent of the issuer. Independence shall be 
determined by reference to the criteria set forth for public 
accountants in Rule 2-01 of Regulation S-X; but the inde- 
pendent person need not be a public accountant. 


NOTE: Any certified public accountant or public account- 
ant reviewing or rendering a report on a projection will not 
thereby be deemed not independent with respect to the 
financial statements of the issuer. 


(ii) If such person is not represented to be independent, any 
material relationship between such person or its affiliates 
and the issuer or its affiliates, which then exists or is under- 
stood to be contemplated or which has existed at any time 
during the previous two years shall be disclosed together 
with the amount of compensation received or to be receiv- 
ed as a result of such relationship. 


(B) Such person has furnished a report to the issuer which 
shall contain: 


(i) a statement as to whether or not such person is inde- 
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pendent; provided that if such person is not represented 
to be independent, any material relationship between such 
person or its affiliates and the issuer or its affiliates, which 
then exists or is understood to be contemplated or which 
has existed at any time during the previous two years shall 
be disclosed together with the amount of compensation 
received or to be received as a result of such relationship. 


(ii) a statement of such person’s qualifications to render 
such review and report; 


(iii) a statement of the scope of such person’s examination 
and the methods and procedures followed in such examina- 
tion; 


(iv) a statement that such person is not giving assurances 
that the projection will be achieved; and 


(v) a statement by such person that: 


(1) the projection has been compiled on the basis of the 
assumptions made by the registrant and is consistent with 
the accounting principles expected to be used by the regis- 
trant; 


(2) the material assumptions underlying the projections 
are internally consistent and not unreasonable; 


(3) the methods and procedures employed by the registrant 
in arriving at the projection are not unreasonable; and 


(4) such methods and procedures have been applied in a 
consistent manner. 


Proposed Amendments to: 


1. Form S-1 and S-7—Item 6A—Projections 
2 Form S-8—Item 19A—Projections 
3. Form S-9—Item 3A—Projections 


(NOTE: These items are proposed under the specified forms 
but are not repeated to avoid unnecessary duplication.) 


(a) Furnish all projections filed or required to be filed with 
the Commission ocvering (1) year-end results for the regis- 
trant’s last fiscal year, (2) its current year, or (3) any future 
period. 


Instructions. 1. \f any such projection was revised briefly 
describe the reasons for each material revision. 


2. The most recent projections for the last fiscal year should 
be presented in comparative form with the corresponding 
historical results. Where a projection differs from the cor- 
responding historical result by a factor of ten percent or 
more, set forth the material reasons for such difference. If 
the projection was expressed as a range, the percentage 
difference shall be measured from the end points of such 
range. 


3. If projections for the current year or any future period 
are furnished, include a statement which (i) discloses the 
material assumptions underlying the projections; (ii) cau- 
tions that there can be no assurance that the projections 
will be achieved since their ultimate achievement is de- 


pendent upon the occurrence of the specified assumptions; a 





* 

















and (iii) indicates whether the projections have been com- 
piled on the basis of the specified assumptions and whether 
they are consistent with the accounting principles expected 
to be used by the registrant. 


(b) If the registrant has furnished projections for the cur- 
rent year or any future period to any government agency, 
foreign or domestic, other than the Commission, give the 
name and location of such agency and describe the circum- 
stances under which the projections were furnished. If pro- 
jections furnished to such agency are materially different 
from any projections filed with the Commission, briefly 
describe such differences. 


Instruction. This item does not apply to any projections 
which have been afforded non-public treatment by the 
government agency. 


(c) Any registrant that meets the requirements of paragraph 
(a) of Rule 132 under the Act may include previusly undis- 
closed projections for its current or next fiscal year if they 
are set forth in conformity with Rule 132. 


(d) If the registrant represents in the registration statement 
that any projection furnished in response to this item has 
been reviewed by any person other than an officer, director 
or employee of the registrant, such person’s manually sign- 
ed and dated report regarding the projection shall be filed 
as an exhibit to this registration statement and such per- 
son’s consent shall be filed as part of the registration state- 
ment. 


Proposed Amendment to Form S-14 


em £6 &..@ 


Item 1. Information Required by Proxy or Information 
Rules 


(a) If the registrant or other person which is a party to the 
transaction in which the securities to be registered are to be 
issued, is required to solicit proxies pursuant to Section 
14(a), or to furnish information to security holders pursuant 
to Section 14(c), of the Securities Exchange Act of 1934 in 
regard to the transaction, the prospectus shall contain the 
information required to be included in, and may be in the 
form of, such proxy or information statement and shall also 
contain, where applicable, the information required to be 
furnished under Item 6A of Form S-1 under the Securities 
Act of 1933. 


(b) [No change] 

(c) [No change] 

Items 2-6. (No change) 

Instructions as to Exhibits 

Form S-1 

1-13 (No change) 

14 Copies of any report called for by Item 6A(d). 
Form S-7 


1-5 (No change) 

6 Copies of any report called for by Item 6A(d). 
Form S-8 

1-7 (No change) 

8 Copies of any report called for by Item 19A(d). 
Form S-9 

1-5 (No change) 

6 Copies of any report called for by Item 3A(d). 
Form S-14 

1-6 (No change) 


7 Copies of any report called for by Item 6A(d) of Form S-1 
under the Securities Act of 1933. 





SECURITIES ACT OF 1933 
Release No. 5582/April 28, 1975 


INVESTMENT COMPANY ACT OF 1940 
Release No. 8772/April 28, 1975 


ADOPTION OF AMENDMENT OF THE STATEMENT 

OF POLICY WITH RESPECT TO THE USE, FORM AND 
CONTENT OF SALES LITERATURE EMPLOYED IN THE 
SALE OF VARIABLE ANNUITY CONTRACTS BY RE- 
GISTERED INVESTMENT COMPANIES (File No. S7- 

530) 


On July 30, 1974, the Securities and Exchange Commission 
published notice (Securities Act Release No. 5516, Invest- 
ment Company Act Release No. 8438) that it had under 
consideration an amendment of the Statement of Policy, 
which would permit investment companies issuing variable 
annuity contracts to employ standardized illustrations based 
on hypothetical investment results in sales literuature and 
prospectuses. All interested persons were invited to com- 
ment on the proposal. The Commission has considered ali 
of the comments and suggestions received and has deter- 
mined to adopt new paragraph(s) of the Statement of 
Policy, together with sample tables and charts, in the form 
set forth in the Appendix to this Release. 


The Statement of Policy, which was adopted by the Commis- 
sion August 11, 1950, and amended January 31, 1955, and 
November 5, 1957, sets forth the respects in which the Com- 
mission considers that literature used in connection with 

the sale of investment company shares may be misleading 
and violate the standards of the securities acts which, gener- 
ally speaking, provide that it shall be unlawful to offer or 

sell securities by means of any untrue statement or omission 
of a material fact or by any fraudulent or deceitful practice 
or device. 


illustrations based on hypothetical investment results have 
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previously been prohibited under paragraphs (b)(2) and 
(c) of the Statement of Policy (as amended November 5, 
1957), which provide that “‘it will be considered materially 
misleading hereafter for sales literature: ‘to represent or 
imply an assurance that an investor will receive a stable, 
continuous, dependable, or liberal return or that he will 
receive any specified rate or rates of return;’ or ‘to repre- 
sent or imply that an investor's capital will increase or that 
the purchase of investment company shares involves a pre- 
servation of original capital and a protection against a loss 
in value.” 


(1) Reasons for the Proposal 


A variable annuity is a complex investment which combines 
risk regarding investment returns on a portfolio of equity 
securities with uncertainty over how long one will live. It 
may involve the regular investment of specified amounts 
over many years. It is often a very significant investment 
because it is designed to furnish income to annuitants at 
regular intervals over their lifetimes to provide for their 
retirement. 


One of the factors which can significantly affect the value 
of this investment is the costs and charges which are as- 
sessed against the payments made by the investor and the 
assets of the separate account. These may include deduc- 
tions from purchase payments, annual charges against 
assets throughout the life of the contract, non-recurring 
charges and indirect expenses resulting from the mortality 
table used. Because of the variety of these charges and de- 
ductions, an investor faces a bewildering task in trying to 
evaluate the total effect of charges on his contract. This 
task is compounded by the difficulty of attempting to 
evaluate future costs where costs vary over time and are 
related to the value of the account which also fluctuates 
over time. 


To deveiop improved understanding of the effects of 
charges on investment returns and to facilitate more mean- 
ingful and complete comparisons of different variable an- 
nuity contracts, the Commission proposed that standardized 
illustrations based upon hypothetical investment returns of 
0%, 4% and 8% be permitted to be included in prospectuses 
and sales literature of variable annuity separate accounts. 


An appreciation of the impact such costs and charges and of 
the consequences of early redemption and lapses could help 
to prevent such practices and to discourage ‘twisting’. 1/ 
Such illustrations, if widely used, could also provide a basis 
for developing a more rational price structure and introduc- 
ing more effective price competition in the sale of variable 
annuity contracts. 2/ 


(2) The /ilustrations As Proposed 


Under the amendment as proposed, redemption values and 
annuity payments shown in the tables of permissible illus- 
trations would have been based solely on hypothetical invest- 
ment returns of 0%, 4% and 8% compounded continuously, 
after any deductions for insurance company taxes, but be- 
fore all other charges and deductions. During the accumula- 
tion period, redemption values and annuity payments would 
have been for the 2d, 5th, 10th and 20th years and at no 
other times. 
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For the annuity period the illustrations would have included 
the first monthly annuity payment in dollars at age 65 and 
subsequent monthly annuity payments at ages 70, 75, 80 
and 85 for both male and female lives. It was based upon the 
final value of the accumulation account and assumed contin- 
uation throughout the annuity period of the same hypotheti- 
cal investment return earned during the accumulation period 
reduced by the annual asset charge. In addition, a separate 
table would have shown the corresponding effects of charges 
for the annuity or payout period as well as tne effects of 
differences in results due to the mortality table used. This 

is the “group effective return”. 


Group effective returns are the effective rates of return, 
after expenses, which would be achieved during the annuity 
period by a large group of annuitants whose lifespans are 
assumed to follow a standardized mortality table. By elimin- 
ating the effects of individual differences in longevity, group 
effective returns provide a point of reference for measuring 
the effects of direct charges on payments as well as any in- 
direct charges or benefits resulting from the use by issuers 
of different mortality tables. 


In addition, the proposal included a chart (Sample Chart 
C-1) and an accompanying textual explanation designed to 
illustrate the “basic annuity trade-off”’—i.e., an investor in 
a variable annuity gives up other uses of his principal in ex- 
change for the promise of regular payments of an indefinite 
amount over the balance of his lifetime. By assuming that 
hypothetical returns of 0%, 4% and 8% are earned by the 
separate account, Chart C-1 shows how the rate of return 
an annuitant receives will vary depending upon his longevity 
and the annuity payout option he selects. 


Along with the standardized illustrations, the amendment 
as proposed would also have permitted an illustration tailor- 
ed in certain respects to the circumstances of a particular 
prospect. 


(3) The //lustrations As Adopted 


The illustrations as adopted are based upon hypothetical 
investment returns of 0%, 4% and 8%. They retain the use 
of “effective rates of return” during the accumulation per- 
iod and “‘group effective returns” during the annuity period. 
However, several changes have been made in the format of 
the presentations. Annually compounded rates have been 
substituted for continuously compounded rates since many 
variable annuity contracts express “‘assumed interest rates” 
and other contract features in annually compounded terms. 
Returns after the first year have been added to the illustra- 
tion of the accumulation period in an attempt to discourage 
lapses and early redemptions by drawing attention to the 
severe losses which may result from early redemption. 


The illustrations of the annuity period have been revised to 
combine in a single table, the monthly annuity payments 
which would be received at ages 65, 70, 75, 80 and 85 and 
the “group effective returns” which would result from 
hypothetical returns of 0%, 4% and 8%. The requirement 
that returns for both males and females be shown in the 
same illustration has been omitted. 3/ In addition, the text 
accompanying the illustrations has been revised in an attempt 
to make it simpler and to focus more clearly on the unique 
features of this product. 








ut 














Since it is designed to accomplish a completely different 
objective than the illustrations of effective rates of return 
and group effective returns, Sample Chart C-1 and the ac- 
companying textual explanation have been made optional. 
However, for those issuers who wish to include Chart C-1, 
the accompanying text has been revised to reflect the com- 
ments received and to focus more directly on the pooling 
feature of the contract. 


The original proposal with respect to tailoring illustrations 
to fit an individual's circumstances has been substantially 
revised. Issuers will be permitted to illustrate the different 
types of contracts they offer, including various payout op- 
tions and assumed interest rates, but will not be permitted 
to tailor illustrations to the individual’s particular circum- 
stances. These changes were made because the Commission 
concluded that the use of tailored illustrations would sacri- 
fice some comparability and could be construed as suggest- 
ing actual results. 


(4) Requiring Illustrations in Variable Annuity Prospectus- 
es 


Standardized illustrations expressed in terms of both dollars 
and rates could significantly improve the disclosure of costs 
and charges involved in the purchase of variable annuities. 
Therefore, the Commission intends shortly to propose for 
comment amendments to Forms S-5 and S-6 to require that 
any prospectus or post effective amendment filed by a var- 
iable annuity separate account after a specified date shall 
contain hypothetical illustrations which are inaccordance 
with paragraph (s) of the Statement of Policy which it is 
adopting today. 


(5) Other Questions Considered 


The notice of the proposed amendment (Securities Act Re- 
lease No. 5516, Investment Company Act Release No. 8438, 
July 30, 1974) also requested public comment regarding 
illustrations for other investment companies, including mu- 
tual funds. The Commission will continue to consider the 
appropriateness of allowing or requiring illustrations for 
other investment companies, as well as the form such illus- 
trations might take. 


* #* * #*# * 


The amendment, as adopted, is attached. It shall become 
effective June 13, 1975. In the interim illustrations which 
conform to those adopted may-be included in variable an- 
nuity prospectuses. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ “Twisting” with respect to variable annuities is the prac- 
tice of persuading a contractholder to switch from the con- 
tract of one issuer to that of another. 


2/ Cf. Wallich, Maximillian “Variable Annuities: Profit, 
Loading and Expenses”, Bests Review, February 1971, p. 
11; and Booz-Allen and Hamilton, ‘““The Economic Study 

of the Distribution of Mutual Funds and Variable Annuities, 
Vol. Il, p. Xl 26-31, 1972. 


3/ Separate tables may be used for males or females. How- 
ever, if the illustration appears in a prospectus, the contract 
should be illustrated for both male and female lives during 
the annuity period. 


A Deferred Variable Annuity 
Sample Illustration A 
General Description of the Contract 


A variable annuity, like an investment in any other security, 
involves risks. It combines risk regarding the investment re- 
turn on a portfolio of equity securities with uncertainty as 
to how long one will live. 


A deferred variable annuity, such as the one illustrated be- 
low, may encompass 40 years. Therefore, many changes in 
the securities markets, long-term economic trends, and an 

individual’s health may occur during this period. 


Unlike a fixed annuity, a variable annuity cannot guarantee 
a definite return or any return. Among other things, its 
value will be affected by: 


* 


the investment return of the separate account; 


the selling expenses and charges deducted from 
payments and from the account; 


the mortality table on which the contract is based; 
and 


the taxes paid by the insurance company. 


Because different charges are assessed throughout the life of 
the contract in different ways, it is often easier to under- 
stand the combined effect over time of all charges on the 
value of a contract through the use of illustrations which 
assume various constant rates of growth. 


The illustrations shown below assume that after any deduc- 
tions for insurance company taxes, the variable annuity 
separate account earns hypothetical investment returns of 
0%, 4% and 8% compounded annually. The differences be- 
tween the hypothetical investment returns and the effective 
returns shown in Sample Table A-1 result from the charges 
and deductions made during the accumulation period. Such 
illustrations are hypothetical and cannot be used to esti- 
mate what any particular payment or return would be under 
the contract. 


Taxes 


State Premium Taxes: No effect has been given to State 
premium taxes in the illustration. Such taxes vary from 
state to state in both amount and point in time assessed. 
Premium taxes could reduce the number of dollars avail- 
able for investment in the separate account. 


Insurance Company Taxes: \nvestors should be aware that 
the tax liability of the insurance company which sponsors 
this contract can have a significant effect on the value of 
the investment. 


Personal Income Taxes: \n addition, if an investor redeems 
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any part of his account in excess of the amount paid, such 
excess will be subject to taxation at ordinary income rates. 


See the section on Taxation in your prospectus for more 
details. 


lilustration of the Accumulation or “Pay-in Period” 


The ability to continue to make payments when due will 
materially affect the value of your account. This illustration 
portrays a deferred variable annuity issued to a 45 year old 
man. It assumes purchase payments of $50 per month or a 
total of $12,000 over a 20-year accumulation period. 


The $50 monthly purchase payments are subject to various 
deductions for sales and administrative expenses. 1/ In addi- 
tion, the investment return of the separate account is re- 
duced by a daily charge for investment management and 
mortality and expense risks. 2/ 


The illustrations for the accumulation period are intended 
to illustrate only how these various costs and charges re- 
duce hypothetical returns over time. They do not provide 
any information about the effects of investment risks, the 
mortality table used or insurance company taxes. 


1/ Deductions from purchase payments are set forth on 
pp. of the current prospectus. 


2/ The daily charge against the assets of the separate account 
will not exceed 1.00% on an annual basis as provided under 
the expense guarantee of the contract. See pp. of the cur- 
rent prospectus for the details of the expense guarantee. 

The mortality guarantee covers the guarantee of the annuity 
purchase rate at retirement. 





THE ILLUSTRATIONS ARE NOT INTENDED TO PRO- 
VIDE AN ESTIMATE OF ACTUAL OR EXPECTED RE- 
DEMPTION VALUES. 


THESE WILL VARY WITH ACTUAL INVESTMENT 
EXPERIENCE WHICH DEPENDS, IN PART, ON THE IN- 
VESTMENT OBJECTIVES AND POLICIES OF THE SEP- 
ARATE ACCOUNT AS ARE SET FORTH IN THE CUR- 
RENT PROSPECTUS. 


NO INVESTMENT RESULT IS GUARANTEED AND RE- 
DEMPTION VALUES COULD BE LESS THAN SHOWN 
UNDER 0%. 


Sample Table A-1 below, lists the redemption values at the 
ends of the 1st, 2d, 5th, 10th, and 20th years, for each of 
the hypothetical investment returns. Because of the various 
charges and deductions, an investor who surrenders his con- 
tract would not receive the full 0, 4, or 8% hypothetical in- 
vestment return. Instead, he would receive the “‘effective 
rate of return” shown in the table. 


Effective rates of return do not take into account the value 
of the purchaser of 


(1) protection against loss of purchase payments if he dies 
during the accumulation period; 


(2) the benefit of expense guarantees; and 
(3) annuity purchase rate guarantees 


which should be considered when making this type of invest- 
ment. 


The Accumulation Period — Effective Rates of Return 


(Sample Table A-1) 


0% Hypothetical Return 





4% Hypothetical Return 8% Hypothetical Return 











oo Redemption Effective Rate Redemption Effective Rate Redemption Effective Rate 
Years Payments” _ Value of Return Value of Return Value of Return 
1 $ 600 $ 528 -21.35% $ 540 -18.02% $ 551 -14.68% 
2 1,200 1,051 -12.20% 1,095 - 8.51% $ 1,140 - 4.81% 
5 3,000 2,588 - 5.78% 2,863 - 1.84% 3,164 2.10% 
10 6,000 5,049 - 3.46% 6,175 57% 7,586 4.59% 
20 12,000 9,615 - 2.27% 14,442 1.81% 22,399 5.85% 


*Payment Upon Death: If a contract holder should die during the accumulation period, the company guarantees to return 
either total purchase payments or the redemption value of the account, whichever is greater. 


Illustration of the Annuity or “Payout Period” 

The illustration of the annuity or payout period assumes 
that the final value of the accumulation account is applied at 
age 65 to purchase a life annuity for a period of 10 years 
certain and life thereafter. 


Under the terms of the contract the first monthly annuity 
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payment would be $6.44 per $1,000 of the final value of the 
accumulation account. This dollar amount is based, in part, 
on the “assumed interest rate” of the contract which is 3.5%. 
Subsequent monthly payments will vary depending primarily 
upon the investment experience of the separate account. 


If the investment return of the separate account after expen- 
ses and deductions should be equal to the “‘assumed interest 





























rate” of 3.5%, the subsequent monthly annuity payments 
would remain constant, at the level of the first monthly an- 
nuity payment. If this return exceeds 3.5%, monthly annuity 
payments would increase; if it were less than 3.5%, they 
would decrease. 


Table A-2 below, lists the first monthly annuity payment at 
age 65 based on the final value of the accumulation account, 
and subsequent monthly annuity payments at ages 70, 75, 
80, and 85, assuming continuation throughout the annuity 
payout period of the same hypothetical investment return 
earned during the accumulation period, reduced by the 1.00% 
annual asset charge. 


THE ILLUSTRATIONS ARE NOT INTENDED TO PRO- 
VIDE AN ESTIMATE OF EXPECTED FUTURE ANNUITY 
PAYMENTS. 


THESE WILL VARY WITH ACTUAL INVESTMENT EXx- 
PERIENCE WHICH DEPENDS, IN PART, ON THE IN- 
VESTMENT OBJECTIVES AND POLICIES OF THE SEP- 
ARATE ACCOUNT AS ARE SET FORTH IN THE CUR- 
RENT PROSPECTUS. 


NO INVESTMENT RESULT IS GUARANTEED AND AN- 
NUITY PAYMENTS COULD BE LESS THAN SHOWN 
UNDER 0%. 


Group Effective Returns 


The effects of charges for the annuity or payout period and 
differences in result due to the mortality table used are 
shown by the “group effective returns” contained in sample 
Table A-2 below. They do not indicate the market risks or 
the effect of the insurance company’s taxes on the return. 1/ 


Group effective returns are the effective rates of return, 
after expenses, which would be achieved during the annuity 
period by a large group of annuitants whose lifespans are 
assumed to follow a standardized mortality table. 


They are not intended to show the return which would be 
realized by any particular individual during the payout per- 
iod. That will depend upon his longevity and the payment 
option he chooses. Actual results for an individual would be 
different from those realized by a large group. 


By eliminating the effects of individual differences in longev- 
ity, group effective returns provide a point of reference for 
measuring the effects of direct charges on payments as well 
as any indirect charges or benefits resulting from the use by 
issuers of different mortality tables. 

An investor should consider the value of 


(1) the promise to pay at regular intervals as long as he lives 
the periodic value of a specified number of annuity units; 


(2) the benefit of expense guarantees; and 
(3) annuity purchase rate guarantees 
when making this type of investment. 


1/ See p. _ of the prospectus for explanation of how the 


tax liability of the insurance company related to the invest- 
ment experience of the separate account can significantly 
affect annuity payments. 


Annuity Period-Group Effective Returns 


(Sample Table A-2) 





0% Hypothe- 4% Hypothe- 8% Hypothe- 
Age tical Return tical Return tical Return 
65 $62 $93 $144 
70 50 91 168 
75 40 88 198 
80 32 86 233 
85 26 84 274 
Group Effective Returns 
-.8% 3.1% 7.0% 


An Immediate Variable Annuity 
Sample Illustration B 
General Description of the Contract 


A variable annuity, like an investment in any other security, 
involves risks. It combines risk regarding the investment re- 
turn on a portfolio of equity securities with uncertainty as 
to how long one will live. 


The immediate variable annuity illustrated below encom- 
passes a 20 year period. It could involve an even longer 
period. Therefore, many changes in the securities markets, 
long-term economic trends, and an individual’s health may 
occur during this period. 


Unlike a fixed annuity, a variable annuity cannot guarantee 
a definite return. Among other things, its value will be affect- 
ed by: 


* the investment return of the separate account; 


the selling expenses and charges deducted from the 
payment and from the account; 


the mortality table on which the contract is based; 
and 


the taxes paid by the insurance company. 


Because different charges are assesed throughout the life of 
the contract in different ways, it is often easier to under- 
stand the combined effect over time of all charges on the 
value of a contract through the use of illustrations which 
assume various constant rates of growth. 


The illustrations shown below assume that after any deduc- 
tions for insurance company taxes, the variable annuity 
separate account earns hypothetical investment returns of 
0%, 4% and 8% compounded annually. The differences be- 
tween the hypothetical investment returns and the group 
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effective returns shown in Sample Table B-1, result from 
the charges and deductions made and the mortality table 
used by the company. Such illustrations are hypothetical 
and cannot be used to estimate what any particular pay- 

ment or return would be under the contract. 


The illustrations portray a $10,000 single payment immedi- 
ate variable annuity, issued to a 65 year old man with an- 
nuity payments for a period of 10 years certain and life 
thereafter. The amount deducted from the purchase pay- 
ment for sales and administrative expenses would be $737.- 
70, 1/ leaving a net amount invested of $9,262.50. 2/ 


Under the terms of the contract, the first monthly annuity 
payment would be $61.80. This dollar amount is based, in 
part, on the “assumed interest rate”’ of the contract which 
is 3.5%. Subsequent monthly payments will vary depending 
primarily upon the investment experience of the separate 
account. 


If the investment return of the separate account after expen- 
ses and deductions should be equal to the “assumed inter- 
est rate” of 3.5%, the subsequent monthly annuity pay- 
ments would remain constant at the level of the first month- 
ly annuity payment. If the investment return exceeds 3.5%, 
monthly annuity payments would increase; if the investment 
return were less than 3.5%, they would decrease. 


Taxes: Investors should also be aware that the tax liability 
of the insurance company which sponsors this contract can 
have a significant effect on the value of the investment. See 
the section on Taxation in your prospectus. 


IMlustration of the Annuity or “Payout Period” 


Sample Table B-1 below lists the first monthly annuity pay- 
ment at age 65 and subsequent monthly annuity payments 
at ages 70, 75, 80, and 85, assuming continuation through- 
out the annuity payout period of the same hypothetical in- 
vestment return earned during the accumulation period, re- 
duced by a 1.00% annual asset charge which pays for invest- 
ment management and expense guarantees. 3/ 


THE ILLUSTRATIONS ARE NOT INTENDED TO PRO- 
VIDE AN ESTIMATE OF EXPECTED FUTURE ANNUI- 
TY PAYMENTS. 


THESE WILL VARY WITH ACTUAL INVESTMENT EX- 
PERIENCE WHICH DEPENDS, IN PART, ON THE IN- 
VESTMENT OBJECTIVES AND POLICIES OF THE 
SEPARATE ACCOUNT AS ARE SET FORTH IN THE 
CURRENT PROSPECTUS. 


NO INVESTMENT RESULT IS GUARANTEED AND 
ANNUITY PAYMENTS COULD BE LESS THAN SHOWN 
UNDER 0%. 


Group Effective Returns 

The effects of charges for the annuity or payout period and 
differences in result due to the mortality table used are 
shown by the “group effective returns” contained in Sample 
Table B-1 below. They do not indicate the market risks or 
the effect of the insurance company’s taxes on the return. 4/ 


Group effective returns are the rates of return, after expen- 
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ses, which would be achieved during the annuity period by 
a large group of annuitants whose lifespans are assumed to 
follow a standardized mortality table. 


They are not intended to show the return which would be 
realized by any particular individual during the payout per- 
iod. That will depend upon his longevity and the payment 
option he chooses. Actual results for an individual would 
be different from those realized by a large group. 


By eliminating the effects of individual differences in longev- 
ity, group effective returns provide a point of reference for 
measuring the effects of direct charges on payments as well 
as any indirect charges or benefits resulting from the use by 
issuers of different mortality tables. 


An investor should consider the value of 


(1) the promise to pay at regular intervals as long as he 
lives the periodic value of a specified number of annuity 
units; 


(2) the benefit of expense guarantees; and 
(3) annuity purchase rate guarantees 
when making this type of investment. 


1/ Deductions from purchase payments are set forth on 
pp. of the current prospectus. 


2/ Premium taxes: The $10,000 is assumed to be the 
amount remaining after any deductions for State premium 
taxes. No effect has been given to State premium taxes in 
the illustration. Such taxes vary from state to state in both 
amount and point in time assessed. Premium taxes could 
reduce the number of dollars upon which the initial annuity 
payment is based. (See pp. of the current prospectus for 
a more detailed illustration of State premium taxes.) 


3/ See the current prospectus for an explanation of these 
guarantees. 


4/ Seep. of the prospectus for explanation of how the 
tax liability of the insurance company related to the invest- 
ment experience of the separate account can significantly 
affect annuity payments. 


(Sample Table B-1) 





0% Hypothe- 4% , og 8% Hypothe- 
Age tical Return tical Return tical Return 
65 $62 $62 $62 
70 50 60 72 
75 40 59 85 
80 32 57 100 
85 25 56 118 
Group Effective Returns 
-1.3% 2.6% 6.5% 
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The Basic Annuity ““Trade-Off” 
Sample Illustration C 


An annuity guarantees that payments will be continued at 
regular intervals for the lifetime of the annuitant. For a fixed 
annuity the amount of these payments is definite; for a vari- 
able annuity the amount of the payments will be indefinite, 
fluctuating with the value of the separate account. 


In making a decision to purchase a variable annuity and to 
receive such lifetime payments, an investor gives up other 
uses of his principal (excpet to the extent that the contract 
guarantees a minimum number of payments). Anyone con- 
templating how he will provide for his retirement should 
understand this trade-off. 


Of course, no chart can indicate, in advance, the effective 
investment return anyone will receive. But by assuming 

that gross hypothetical returns of 0%, 4% and 8% are earned 
by the separate account, Chart C-1 shows how the rate of 
return the individual receives will vary depending upon his 
longevity and the annuity payout option he selects. 


Investors should consider the effect of this pooling feature 
of the contract—that lower returns for shorter lifespans per- 
mit higher returns for longer lifespans—when making this 
type of investment. 


Sample Explanation for Chart C-1 


(1) How Individual Returns Depend on the Hypothetical 
Investment Returns of the Separate Account 


How does the return an individual receives for the $10,000 
immediate variable annuity illustrated in Sample Table B-1 
vary for different hypothetical investment returns of the 
separate account? 


A. Sample Table B-1 illustrates the amounts of the monthly 
annuity payments, assuming hypothetical investment returns 
of the separate account of 0%, 4%, and 8%. 


If the annuitant should live to age 85 he would receive ag- 
gregate annuity payments totaling $9,854 for a 0% hypothe- 
tical return; $14,077 for a 4% hypothetical return; and 
$20,827 for an 8% hypothetical return. 


Chart C-1 shows that if the annuitant lives to age 85 the 
aggregate annuity payments he receives would represent an 
effective rate of return of -.19% for a 0% hypothetical return; 
3.76% for a 4% hypothetical investment return; and 7.71% 
for an 8% hypothetical investment return. 


(2) How Individual Returns Depend on Longevity 


How does the return an individual receives from the $10,000 
immediate variable annuity illustrated in Sample Table B-1 
vary depending upon his longevity? 


A. For any given hypothetical investment return, the return 
received by an individual increases the longer he lives be- 
cause the number of annuity payments he receives is greater. 
For example, for an 8% hypothetical return, if the annuitant 
should live 10 years he would receive aggregate annuity pay- 
ments totaling $8,738. These payments represent an effec- 
tive rate of return of -2.45% on the $10,000 invested. 
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If he should live to age 90, he would receive aggregate an- 
nuity payments totaling $28,515 for an 8% hypothetical re- 
turn. These annuity payments represent an effective rate of 
return of 9.16% on the investment of $10,000. The higher 
returns for the longer lifespans and the lower returns for the 
shorter lifespans relfect the pooling feature of a variable 
annuity. 


(3) How Individual Returns Depend on the Annuity Pay- 
out Option Selected 


How is the return an individual receives from the $10,000 

immediate variable annuity illustrated in Sample Table B-1 
affected by the fact that the liftime annuity payments con- 
tinue for a period of at least 10 years? 


A. For a 10 year certain annuity, the annuitant or his heirs 
will always receive the variable annuity payments for at 
least 10 years. For example, for an 8% hypothetical return, 
the annuity payments illustrated in Sample Table B-1 total 
$8,738 over the first 10 years. These payments represent 

a -2.45% effective rate of return on an investment of $10,- 
000. Chart C-1 shows that the return received by an indi- 
vidual is not less than -2.45% for an 8% hypothetical re- 
turn, even for lifespans of less than 10 years. 


For a straight life annuity, where all annuity payments 
cease upon the death of the annuitant, the effective rate 

of return could be less than -2.45% for lifespans of less than 
10 years. However, for longer lifespans, the effective rate 
of return for a straight life annuity would be higher than 
the return for a 10 year certain annuity. 


AMENDMENT TO THE STATEMENT OF POLICY 


it will be considered materially misleading hereafter for 
sales literature— 


- —_— :. a 


(s) With respect to any variable annuity contract, to use 
any illustration based on hypothetical investment results 
which is inaccurate in factual detail or tends to create a 
false or misleading impression as to any material aspect 
of the variable annuity contract or the hypothetical nature 
of the illustration. Illustrations which conform to the 
“Approved Illustrations,”” described below, samples of 
which are set forth in the Appendix, will not be regarded 
as materially false and misleading in the absence of facts 
or circumstances which make such illustrations or their 
use in fact, false and misleading in a particular case. 


(1) Approved illustrations should be preceded by a general 
discussion of how a variable annuity combines the risks of 
investment with uncertainty as to how long one will live. 
It should include the following factors which affect the 
value of the contract: 

(i) The investment return of the separate account; 

(ii) The various charges and deductions; 


(iii) The mortality table on which the contract is based; 
and 


(iv) The taxes paid by the insurance company. 






























(2) Approved illustrations should include a separately 
headed brief discussion of the impact of taxes on the results 
of an investment in a variable annuity including, to the ex- 
tent applicable: 


(i) Insurance company taxes; 
(ii) Personal income taxes; and 
(iii) State premium taxes. 


Such discussion should also set forth the extent, if any, 
that the illustrations give effect to state premium taxes. 


(3) Approved illustrations should contain the following in- 
formation about the contract which is illustrated, to the ex- 
tent applicable: 


(i) Issue age and sex; 


(ii) The amount and the total of the monthly purchase pay- 
ments, or the amount of the single purchase payment; 


(iii) The daily charge at an annual rate against the assets 
of the separate account and a statement that this charge 
does not include deductions for insurance company taxes; 


(iv) A statement explaining how the daily charge against 
the assets of the separate account, used in constructing the 
illustration, might vary in the future and a reference to re- 
levant prospectus disclosure; 


(v) Age at commencement of annuity payments for a de- 
ferred annuity; 


(vi) The annuity payout option; 


(vii) The annuity purchase rate for a deferred annuity or 
the periodic annuity payment based on the assumed interest 
rate for an immediate annuity; and 


(viii) The assumed interest rate of the contract. 


(4) Approved illustrations of the accumulation period of a 
deferred variable annuity contract should contain the follow- 
ing, in substance: 


(i) A statement that after any deductions for insurance com- 
pany taxes, the illustrations assume that the separate account 
earns hypothetical investment returns of 0%, 4%, and 8%, 
compounded annually and that the differences between the 
hypothetical investment returns and the effective returns 
shown in Sample Table A-1 result from the charges and de- 
ductions made during the accumulation period; 


(ii) A statement in bold face type making clear that: 


A. The illustrations are not intended to provide an estimate 
of actual or expected redemption values; 


B. Actual redemption values will vary with the actual invest- 
ment experience which depends, in part, on the investment 
objectives and policies of the separate account as are set 
forth in the current prospectus; and 


' C. No investment result is guaranteed and redemption values 


or annuity payments could be less than shown under 0%. 


(iii) A tabular presentation listing total purchase payments, 
hypothetical redemption values, and effective rates of return 
at the end of the 1st, 2d, 5th, 10th, and 20th years based on 
hypothetical investment returns of 0%, 4% and 8% in that 
order; 


(iv) A statement that the “effective rate of return” is the re- 
turn realized by an individual who redeems his contract dur- 
ing the accumulation period; 


(v) Astatement, if aprpopriate, that the “effective rates of 
return” during the accumulation period do not take into 
account the value to the contractholder of the protection 
against loss of purchase payments or the mortality and ex- 
pense guarantees, which should be considered when making 
this type of investment; and 


(vi) Astatement, if appropriate, that if the contractholder 
should die during the accumulation period, the company 
guarantees to return either purchase payments or the re- 
demption value, whichever is greater, at stated ages and/or 
durations. 


(5) Approved illustrations of the annuity payout period of 
a variable annuity contract should contain the following, in 
substance: 


(i) If the contract is an immediate variable annuity, a state- 
ment that after any deductions for insurance company taxes, 
the illustrations assume the separate account earns hypothe- 
tical investment returns of 0%, 4%, and 8%, compounded 
annually, and that the differences between the hypothetical 
investment returns and the group effective returns shown in 
Sample Table B-1 result from the charges and deductions 
made and the mortality table used by the company. 


(ii) A statement in bold face type making clear that: 


A. The illustrations are not intended to provide an estimate 
of actual or expected annuity payments; 


B. Actual annuity payments will vary with the actual invest- 
ment experience which depends, in part, on the investment 
objectives and policies of the separate account as are set 
forth in the current prospectus; and 


C. No investment result is guaranteed and annuity payments 
could be less than shown under 0%. 


(iii) A tabular presentation listing the first, 60th, 120th, 
180th and 240th monthly annuity payments and the group 
effective return, based on hypothetical investment returns 
of 0%, 4%, and 8% in that order; 


(iv) Astatement that the “group effective return” does not 
indicate the return that any one individual receives; instead 
it provides a means of measuring charges during the annuity 
payout period from the point of view of a large group of 
annuitants whose lifespans are assumed to follow a standard- 
ized mortality table. It should also contain a statement that 
by eliminating the effect of individual differences in longev- 
ity, the group effective return provides a point of reference 
for measuring the effects of direct charges on payments as 
well as any indirect charges or benefits resulting from the 
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use by issuers of different mortality tables. 


(6) Illustrations of the following variable annuity contracts 
are permitted: 


(i) A periodic payment deferred variable annuity, issued at 
age 45, with purchase payments of $50 per month over a 20 
year accumulation period and with monthly annuity pay- 
ments commencing at age 65 for a period of 10 years cer- 
tain and life thereafter; 


(ii) An immediate variable annuity issued at age 65 with 
a purchase price of $10,000 and monthly annuity pay- 
ments for a period of 10 years certain and life thereafter. 


The illustration should be based on the sex of the prospec- 
tive annuitant. If it is included in a prospectus, the contract 
should be illustrated for both male and female lives during 
the annuity period. 


In addition, any other annuity payout option involving 
variable payments may be illustrated for the contracts 
described in items (i) and (ii) of this section provided such 
an illustration accompanies an illustration of a payout op- 
tion with monthly annuity payments continuing for a per- 
iod of ten years certain and life thereafter. 


(7) The tabular portion of any approved illustration should 
be limited to that which is prescribed in items (4)(iii) and 
(5) (iii) of this paragraph (s). 


(8) If the approved illustration is not contained in a cur- 
rent prospectus, it should be accompanied or preceded by 
a current prospectus. 


(9) The text, detail and arrangement of an approved illus- 
tration should be substantially as shown in Sample IIlustra- 
tions A and B in the Appendix, whichever is applicable. 


(10) An approved illustration of the annuity payout period 
of a variable annuity contract may also contain a chart ex- 
pressing as effective rates of return the aggregate annuity 
payments which would be received by an individual, assum- 
ing various lifespans. Attached to it should be a discussion 
which indicates how individual returns depend on: 


(i) The hypothetical investment returns of the separate 
account; 


(ii) Longevity; and 
(iii) The annuity payout option selected. 


A sample chart and a discussion of it are contained in 
Sample Illustration C. The questions and answers attached 
to it are merely one form of explaining the material con- 
tained in the chart; other forms are also permissible. 


(11) For the purpose of this paragraph (s), the following 
definitions apply: 


(i) Deductions from the Separate Account for Insurance 
Company Taxes means any charges against (or possibly 
credits to the separate account under the provision for the 
federal income tax liabilities of the insurance company, in- 
cluding amounts set aside in the separate account as a re- 
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serve for taxes or any such tax charges expressed as a con- 
stant percentage of assets. 


(ii) The Daily Charge at an Annual Rate Against the Assets 
of the Separate Account refers to the average percentage 
charge, per accumulation unit (or per annuity unit during 
the annuity period), against the assets of the separate ac- 
count and/or any underlying fund. This average percentage 
charge should be based on actua! percentage charges which 
pertain to the contract being illustrated, averaged over the 
past three years. However, if the formula specifying the 
charges against the assets of the separate account and/or 
any underlying fund has changed, the average percentage 
charge should be determined as if the current formula was 
in effect over the past three years. The average percentage 
charge should include the management fee, the mortality 
and expense risk charge, and any other charges not includ- 
ed in the management fee such as auditing and legal ex- 
penses, director's fees, or registration fees. However, it 
should not include deductions from the separate account 
for insurance company taxes. 


(iii) Annuity Payout Option refers to the types of life or 
non-life variable annuities available under a particular 
variable annuity contract or under different contracts 
offered by the same issuer. 


(iv) Annuity Purchase Amount refers to the final value of 
the accumulation account for a deferred annuity or the 
total purchase price of an immediate annuity. 


(v) Annuity Purchase Rate refets to the amount of the 
first monthly annuity payment per $1,000 of the final 
value of the accumulation account for a deferred variable 
annuity. If the annuity purchase rate varies with the calen- 
dar year of retirement or the calendar year of birth, the 
annuity purchase rate should be used which would be 
appropriate assuming that the issue age was attained dur- 
ing the calendar year the illustration is presented. 


(vi) Assumed Interest Rate refers to the constant net invest- 


ment return which the separate account would have to 
earn in order for the annuity payments to remain con- 
stant, at the level of the first monthly annuity payment. 


(vii) Hypothetical Investment Returns of 0%, 4% and 8% 
refers to the assumption of three separate constant hypo- 
thetical investment returns for the separate account, at 
rates of 0%, 4%, and 8%, compounded annually, which 
represent returns after any deductions from the separate 
account for insurance company taxes but before the daily 
charge at an annual rate against the assets of the separate 
account. 


(viii) Hypothetical Redemption Values refers to the 
amounts an investor would receive upon redemption of 
the variable annuity during the accumulation period, 
assuming a hypothetical investment return of 0%, 4% or 
8%. 


(ix) Hypothetical Annuity Payments refers to the annuity 
payments which a contractholder would receive assuming 
a hypothetical investment return of 0%, 4% or 8%. 


(x) Effective Rate of Return Realized by an Individual 
Over a Specified Number of Years During the Accumulation 














ion 











Period means the return, expressed in terms of an annually 
compounded rate, that the purchase payments would have 
to earn in order to accumulate to an amount equal to the 
hypothetical redemption value at the end of the specified 
number of years, assuming no charges or deductions. 


(xi) Group Effective Return means the return, expressed 
in terms of an annually compounded rate, that the aggre- 
gate annuity purchase amount paid by all the members of 
the group wouid have to earn in order to provide the hypo- 
thetical annuity payments to each member of the group ac- 
cording to the terms of the contract, assuming the group 
members live and die according to the 1971 Individual An- 
nuity Mortality Table, which is contained in the “Trans- 
actions of the Society of Actuaries’’ Volume XXIII, pp. 
475-550, and assuming no charges or deductions. 


(xii) Aggregate Annuity Payments Which Would be Re- 
ceived by an Individual, Assuming He Dies at a Specified 
Age, Expressed as an Effective Rate of Return means the 
return, in terms of an annually compounded rate, that the 
annuity purchase amount paid by the contractholder would 
have to earn in order to provide him (or his heirs) with the 
hypothetical annuity payments according to the terms of 
the contract, assuming he dies at the specified age. This 
computation assumes the annuity payments represent a 
return of both principal and investment earnings and should 
be distinguished from the interest or dividend yield which 


does not include a return of principal. For a non-life annuity 
providing variable installments over a fixed number of years, 


the rate of return realized by an individual contractholder 

will not be affected by the date of his death since he or his 
heirs will always receive the variable installment payments 

over the fixed number of years. 


(xiii) A Chart Expressing as Effective Rates of Return the 
Aggregate Annuity Payments Which Would be Received by 
an Individual, Assuming Various Lifespans refers to a chart 
of effective rates of return based on the aggregate annuity 
payments which an individual would receive, plotted on a 
continuous basis, for each possible age at death after com- 
mencement of the annuity until age 95. For a straight life 
annuity, rates of return of less than -15% should not be 
portrayed. For a non-life annuity providing variable install- 
ments over a fixed number of years, this chart should be 
replaced by a table listing the three rates of return realized 
by an individual over the entire, fixed payout period, based 
on the three hypothetical investment returns of 0%, 4% and 
8%. 





SECURITIES ACT OF 1933 
Release No. 5583/April 29, 1975 


PERMANENT SUSPENSION OF THE REGULATION A 
EXEMPTION OF NICOA CORPORATION 


The Securiites and Exchange Commission has ordered that 
the January 23, 1975 temporary suspension of the Regula- 
tion A exemption of Nicoa Corporation (““Nicoa”’) from the 
registration requirements of the Securities Act of 1933 be- 
come permanent. Formerly located at 470 Totten Pond 
Road, Waltham, Massachusetts, Nicoa’s current address is 


One Exchange Place, Jersey City, New Jersey 07302. 


The suspension was ordered as a result of Nicoa’s public 
offering, pursuant to a notification filed November 17, 
1972, of 100,000 shares of its $.01 par value common 
stock at $5 per share for an aggregate offering price of 
$500,000. Nicoa reported that its offering was completed 
on April 1, 1974 with the sale of 54,523 shares. Originally 
Ferkauf, Roggen Incorporated of New York, New York 
was named as underwriter of this offering; on November 
26, 1973, a post-effective amendment was filed substitu- 
ting Shoenberg, Hieber, Inc. of New York, New York as 
the desiganted underwriter. 


According to the order of permanent suspension, the 
Commission has reason to believe that: (a) the notifica- 
tion and offering circular of Nicoa contained untrue 
statements of material facts and omitted to state material 
facts necessary in order to make the statements made, in 
light of the circumstances under which they were made, 
not misleading, particularly with respect to the failure to 
accurately disclose the manner of distribution of the se- 
curities; the failure to disclose Philip S. Budin, David 
Budin and David Hugh Treherne-Thomas as underwriters 
of the offering; the failure to accurately state the jurisdic- 
tions in which the securities were offered; (b) the terms 
and conditions of Regulation A have not been met, par- 
ticularly with respect to the Form 2-A Report which 
failed to indicate the actual termination date of the offer- 
ing; in at least one instance a copy of the issuer’s offering 
circular was not delivered to a prospective purchaser; the 
offering circular inaccurately set forth the manner of dis- 
tribution of the securities; the notification and offering 
circular fails to disclose the above named individuals as 
underwriters of the offering; the notification inaccurately 
set forth the jurisdictions in which the securities were to 
be offered; and (c) the offering was made in violation of 
Section 17 of the Securities Act of 1933, as amended. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 11374/April 28, 1975 


See Securities Act Release No. 5581/April 28, 1975. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11375/April 28, 1975 


SECURITIES INVESTOR PROTECTION ACT OF 1970 
Release No. 33/April 28, 1975 


Admin. Proc. File No. 3-4612 
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In the Matter of 


JOSEPH V. RAILA 
4054 Appleby Lane 
Richton Park, Illinois 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TION 


These are broker-dealer proceedings under the Securities 
Exchange and Securities Investor Protection Acts with 
respect to Joseph V. Raila, who is president of a registered 
broker-dealer. Solely for the purpose of these and any 
other proceedings under certain sections of the Exchange, 
Investment Advisers, Investment Company, and Securities 
Investor Protection Acts, and without admitting or denying 
the allegations in the order for proceedings, respondent 
consents to certain findings of misconduct and to entry of 
an order barring him from association with any broker 
dealer, investment adviser, investment company, or affiliate 
of an investment company. 


On the basis of the order for proceedings and respondent's 
consent, it is found that respondent willfully aided and 
abetted violations of: 1/ 


1. Section 17(a) of the Securities Act and Section 10(b) 
of the Exchange Act and Rule 10b-5 thereunder, in that 
from about July to September, 1972, Raila entered into 
contracts to purchase securities for customers of the re- 
gistered broker-dealer of which he was president (“‘regis- 
trant”’) without revealing registrant’s insolvency and in- 
ability to meet current obligations; 


2. Section 15(c)(3) of the Exchange Act and Rule 15c3-1 
thereunder in that from about January 28 to February 4 
and July 21 to September 15, 1972, securities transactions 
were effected by registrant when its aggregate indebtedness 
exceeded 2,000% of its net capital; 


3. Section 7(c)(1) of the Exchange Act and Regulation T 
promulgated thereunder by the Board of Governors of 
the Federal Reserve System in that from about December, 
1971, to February, 1972, registrant improperly extended, 
maintained, and arranged for credit to and for customers; 
and 


4. Section 17(a) of the Exchange Act, and Rule 17a-3 
thereunder in that from about February to September, 1972, 
certain books and records were not accurately made and 
kept. 


5. Respondent was an officer and director of registrant 
when a trustee was appointed for it pursuant to the Securi- 
ties Investor Protection Act. 


In view of the foregoing, it is in the public interest to im- 
pose the sanctions to which respondent has consented. 


Accordingly, 1T iS ORDERED that Joseph V. Raila be, 
and he hereby is, barred from association with any broker, 
dealer, investment adviser, investment company, or affili- 
ate of an investment company. 


For the Commission by the Office of Opinions and Review, 
pursuant to delegated authority. 
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George A. Fitzsimmons 
Secretary 


1/ The findings herein are not binding on any other re- 
spondent named in these proceedings. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11376/April 28, 1975 


Admin. Proc. File No. 3-3680 
In the Matter of 


SAMUEL H. SLOAN 
doing business as 


SAMUEL H. SLOAN & CO. 
120 Liberty Street 
New York, New York 


(8-15750) 

FINDINGS AND OPINION OF THE COMMISSION 
BROKER-DEALER PROCEEDINGS 
Grounds for Remedial Action 


Where registered broker-dealer willfully violated 
Exchange Act’s recordkeeping, net capital and re- 
porting provisions and had also been enjoined 
from violating certain of those provisions as well 
as those requiring that records be made available 
for examination by Commission representatives 
and precluding the initiation of quotations 
without specified information, held, public inter- 
est requires revocation of broker-dealer registra- 
tion, and bar of sole proprietor from association 
with any broker-dealer. 


APPEARANCES: 


Robert W. Taylor for Samuel H. Sloan, doing business as 
Samuel H. Sloan & Co.; and Samuel H. Sloan, pro se. 


William D. Moran, William Nortman, Thomas R. Beirne, 
Alan M. Rashes and Jerome M. Selvers, for the Division 
of Enforcement of the Commission. 


1. BACKGROUND 


This case deals with the back office operations of a small 
securities firm in New York City. Finding serious defi- 
ciencies in those operations and an injunction based 
thereon, the administrative law judge revoked the broker- 
dealer registration of Samuel H. Sloan & Co. (“‘regis- 
trant’’), and barred Samuel H. Sloan, registrant’s sole 
proprietor, from association with any broker or dealer. 1/ 
Respondent's petition for review of that decision brings 
the case to us. 2/ 


























This administrative proceeding is closely intertwined 
with a judicial one. On our complaint, the United States 
District Court for the Southern District of New York pre- 
liminarily enjoined respondent on June 24, 1971, with his 
consent, from effecting transactions while registant was 
not in compliance with the recordkeeping and net capital 
provisions under the Securities Exchange Act. 3/ There- 
after the instant proceeding was instituted. It was based 
on the preliminary injunction and on specified violations, 
most of which had also been alleged in the injunctive ac- 
tion. 4/ Following the issuance of the administrative law 
judge’s initial decision which took cognizance of the pre- 
liminary injunction, the court in January 1974, after a 
trial, entered a permanent injunction. 5/ 


ll. RECORDKEEPING VIOLATIONS 


We find, as did the administrative law judge, that registrant 
willfully violated the recordkeeping provisions of Section 
17(a) of the Exchange Act and Rule 17a-3 thereunder. 6/ 
A broker-dealer inspection conducted by our staff in Jan- 
uary 1971 (about eight months after registrant's registra- 
tion became effective) revealed various infractions in this 
area. Following such inspection, registrant was kept under 
close surveillance with frequent visits being made by our 
staff from January to August 1971. 


The initial inspection disclosed, among other things, that 
capital, income and expense items were not properly re- 
corded in registrant’s general ledger; that the stock record 
was not kept current; that there was no account record of 
bank balances; and that no trial balance had been prepared. 
Stating that the inspection showed that respondent's re- 
cords did not comply with our requirements and afforded 
no basis for establishing his financial position, our staff 
asked Sloan to produce a trial balance and other data. He 
furnished something. But no capital computation could be 
made from what he submitted. 


A subsequent examination was made on February 25, It 
disclosed that the stock record and customer ledger were 
not up-to-date, and that the income and expense account 
was not properly maintained. A March 19 examination 
revealed a capital contribution on the books of $58,175 
when, in fact, no such contribution had been made. 


On April 8 our investigator was once more in respondent's 
office. But he could not conduct an examination. According 
to him, Sloan said “he had no books, per se’’ — all he had 
were debit and credit slips pending the receipt of “machine 
runs” from a bookkeeping service that used the slips to 
produce his records. From those slips our investigator was 
unable to prepare a trial balance. Having received the March 
31 trial balance eleven days after his April 8 request for it, 
he returned to registrant's office on May 6 to verify it. But 
he could not do so. He was unable to obtain the stock re- 
cord and daily blotter. On August 10 he went to registrant’s 
office to make an inspection. But the books were unavail- 
able. 7/ When he was able to make an inspection two days 
later, he found the general ledger posted only through July 
31. 


The foregoing chronicle shows extensive and persistent re- 
cordkeeping deficiencies during the first eight months of 
1971. 8/ Moreover, computations of net capital during 








that year were not prepared as required. 9/ And our staff 
generally had to make about two or three requests for each 
trial balance it obtained from registrant. 10/ 


ill. NET CAPITAL VIOLATIONS 


We find, as did the administrative judge, that registrant 
willfully violated Section 15(c)(3) of the Exchange Act 
and Rule 15c3-1 thereunder by effecting securities trans- 
actions and attempting to induce them when registrant's 
aggregate indebtedness exceeded 2,000% of registrant's 
net capital. 


Net capital deficiencies ranging from $718 to $70,064 
were found by the administrative judge on ten dates in 
1971 and on an eleventh date in January of 1972. 11/ 
And respondent does not challenge those findings. 


What he attacks is the administrative judge’s finding that 
he engaged in so-called “new” business from the end of 
July to September. He claims that such business as he did 
in that period consisted entirely of liquidating his long 
positions and covering his short positions. That, he says, 
was permissible under an agreement that he had reached 
with our staff on July 28, which allowed him to close 

out existing positions but precluded him from conducting 
new business. 


But Sloan’s own testimony shows that he engaged in the 
securities business in the usual unrestricted sense from 
January to July 28, 1971. And in January of 1972 he 
inserted quotations for various securities in the sheets 
published by the National Quotation Bureau, Inc. In 
view of registrant’s net capital deficiencies in January, 
February, June and July, 1971, 12/ and in January of 
1972, during those periods registrant clearly violated 
the Exchange Act's net capital requirements. 13/ It is 
equally clear that those violations were willful 14/ as 
that term is used for Exchange Act purposes. 15/ 


1V. NONCOMPLIANCE WITH REPORTING REQUIRE- 
MENTS 


Respondent’s Rule 17a-5 report of financial condition for 
1970 and his report of income and expenses under Rule 
17a-10 for the same year were admittedly filed late. 16/ 
Hence registrant willfully violated Section 17(a) of the Ex- 
change Act and Rules 17a-5 and 17a-10. 17/ 


V. INJUNCTION 


As noted at the outset, the preliminary injunction on which 
this proceeding was initially based has now become perma- 
nent. The permanent injunction, unlike the preliminary one, 
was entered after a trial. On the basis of the evidentiary 
record before it, the court found willful violations of our 
recordkeeping and net capital provisions, in a number of 
instances the same or substantially the same as those that 
we have found on the basis of the record before us. 18/ 
Those judicial findings show a continual pattern of record- 
keeping and net capital violations including some between 
May 1973 and January 1974, a period subsequent to that 
involved in these proceedings. 19/ 
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Vi. OTHER MATTERS 


Sloan says that institution of the earlier injunctive action 
constituted an election by us of the forum in which to 
proceed against him. 20/ That is not so. 21/ The Ex- 
change Act provides several parallel and compatible pro- 
cedures for the attainment of its objectives, and resort to 
one avenue does not preclude the use of another. 22/ 
The injunctive and administrative remedies serve differ- 
ent purposes, one restrains further violative activity, the 
other seeks to determine whether it is in the public inter- 
est to exclude somebody from the securities business or 
to limit his activities in it. Far from being a barrier to 
administrative action, an injunction is an express and dis- 
tinct ground for such action. 23/ 


Vil. PUBLIC INTEREST 


Respondent argues that the revocation and the bar im- 
posed by the administrative judge are excessive and un- 
warranted. We disagree. 24/ Sloan’s violations are neither 
trivial nor technical. They involve flagrant and long-con- 
tinued breaches of significant duties imposed on persons 
in the securities business. 25/ 


Hence we find, as did the administrative judge, that it 

is in the public interest to revoke registrant’s broker- 
dealer registration 26/ and to bar Sloan himself from 
association with any broker or dealer. In arriving at that 
conclusion we have given some weight to the fact that in 
January of this year Sloan was again enjoined on our com- 
plaint. That second injunction: 


(A) Restrains Sloan from removing, destroying, or alter- 
ing the books and records required by Section 17(a) of the 
Exchange Act and our rules thereunder; 


(B) Orders him to permit our staff to make an immediate 
examination of those records in an easily accessible place; 
and 


(C) Restrains him from initiating quotations for over-the- 
counter securities when he lacks the information required 
by our Rule 15c2-11 under Section 15(c)(2) of the Ex- 
change Act. 27/ 


Sloan‘s own papers in the second injunctive suit show his 
continuing disposition to disregard or defy the rules govern- 
ing registered broker-dealers. He glories in having submitted 
“more than 350” quotation applications “in the face of an 
admonition by the SEC that the submission of these forms 
constituted a violation of its rules.”” And in an affidavit 
submitted to the Court of Appeals he has said: 


“I do not intend to comply with the...injunctive 
order. | am sure that both Judge Ward [the district 
judge] and the S.E.C. realize that this is the case. 
However, | would much prefer to have this matter 
decided...quickly so as to reduce the likelihood 
that | will actually be held in contempt.... Clearly, 
if | am actually held in contempt, | will suffer ir- 
reparable harm.” 28/ 


An appropriate order will issue. 
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By the Commission (Chairman GARRETT and Commission- 
ers LOOMIS, EVANS and SOMMER); Commission POL- 
LACK not participating. 


George A. Fitzsimmons 
Secretary 


1/ Registrant became registered with us in May 1970 as a 
partnership consisting of Sloan and another person. The 
other partner withdrew from the firm in January 1971, 
making Sloan its sole proprietor. Sloan thereafter sought 
to have registrant registered as a sole proprietorship, but 
this was not accomplished because of defective filings. 
Hence registrant is still carried on our records as a part- 
nership although now wholly owned by Sloan. Accord- 
ingly, we shall for present purposes treat registrant as 

a sole proprietorship. 


2/ Briefs were filed with us by respondent and our Divi- 
sion of Enforcement. Our findings are based upon an 
independent review of the record. 


3/ SEC v. Sloan, 71 Civil 2695. Respondent consented 
to the entry of the preliminary injunction, without either 
admitting or denying the allegations in our complaint. 


4/ The Securities Exchange Act (Sections 15(b)(5) and 
(7)) authorizes us to impose remedial sanctions if we 

find it in the public interest to do so and that any respond- 
ent (1) is permanently or temporarily enjoined by any 
court from engaging in any conduct in connection with 
broker-dealer activities or the purchase or sale of securi- 
ties, or (2) has willfully violated any provision of the Ex- 
change Act or rules thereunder. 


5/ Sloan’s appeal from the permnent injunction was dis- 
missed for want of prosecution on March 27, 1975. SEC 
v. Sloan, Docket No. 74-1436 (C.A. 2). 


6/ The administrative law judge also found willful viola- 
tions of the record-preservation provisions of our Rule 
17a-4 under Section 17(a). We do not agree. We do not 
consider that the failure to preserve records, as required 
by Rule 17a-4, constitutes a separate and additional 
infraction once a violation has been found based upon a 
failure to make those same records, as required by Rule 
17a-3. L. C. Fisher Company, Inc., Securities Exchange 
Act Release No. 10259 (June 29, 1973), 2 SEC Docket 
81. 


7/ Our inspector testified he was told respondent's ac- 
countant had them. 


8/ Sloan’s claim that he gave our staff certain papers 
(a deposit slip, a trial balance, and a stock record) has 
no bearing on these deficiencies. 


9/ Net capital computations, as well as trial balances, 
are required by Rule 17a-3(11) to be “prepared cur- 
rently at least once a month.” 


10/ Ultimately, however, it obtained almost all of the 
trial balances it requested. 


11/ He found the following deficiencies on the dates 
set forth below: 




















1971 1971 


January 18 $28,016 October 8 $7,545 
January 29 11,912 November 30 4,010 
February 26 15,961 December 31 4,557 
June 30 19,222 

July 31 70,064 1972 

August 31 15,789 

September 30 10,729 January 31 718 


12/ Respondent admits that his net capital was deficient 
during this period. He states that under his July 28 agree- 
ment with our staff ““he was to be permitted to correct 
his...net capital deficiences by conducting a limited securi- 
ties business.”” (Emphasis added.) 


13/ Section 15(c)(3) prohibits a broker-dealer not only 
from effecting transactions, but from attempting to in- 
duce them, in contravention of our rules. Hence a securi- 
ties dealer whose net capital is deficient is barred from 
inserting quotations in the sheets. 


14/ An act is “willful” within the meaning of that word 
as used in Section 15(b) of the Exchange Act even if the 
actor does not intend to violate the law. The act which 
constitutes the violation is ““willful’’ whenever the actor 
intends to do that which he did.7ager v. SEC, 344 f.2d 
5, 8 (1965); Gearhart & Otis, Inc. v. SEC., 348 F.2d 798, 
802-3 (1965). 


15/ We think it unnecessary to reach certain other net 
capital infractions alleged in the order for proceedings 
and found by the administrative judge. 


16/ Under Rule 17a-5, as then in effect, a broker-dealer 
was required to file his report of financial condition not 
more than 45 days after the date of the report. The rule 
further specified that the date of his first report should 
be from one to five months after his registration became 
effective. Since registrant became registered on May 10, 
1970, he was required to file his report by November 
1970. But he himself says it was not filed until March 
1971. 


Rule 17a-10 requires that a report of income and ex- 
penses and related information be filed not later than 
120 days after the close of the calendar year. Although 
it was required to be filed by April 1971, respondent 
says he did not do so until December 1971. 


17/ Registant also willfully violated Section 17(a) of 

the Exchange Act and our Rule 17a-11 thereunder from 
September 15, 1971 (the date on which that rule went 
into effect) until January of 1972. That rule requires 
that a broker-dealer give the Commission telegraphic 
notice of his net capital deficiency on the day it occurs 
and, within 24 hours, file a report of financial condi- 
tion. The administrative judge found that registrant nev- 
er furnished any such notice or report. And no exception 
has been taken to this finding. 


18/ 369 F. Supp. 996 (1974). 


19/ Among other things, the court found that since 
August 1973 (the opinion issued in January 1974) 


respondent had not made his books and records available 
for inspection by our staff, ““although numerous efforts 
were made by the Commission to arrange such an inspec- 
tion.” It also found net capital violations in May and 
August 1973. 


20/ He also asserts that attorneys on our staff engaged 
in unprofessional conduct. But most of these charges 
relate to the injunctive proceedings. Hence they are ir- 
relevant here. Nothing has been alleged that goes to the 
merits of the matter before us. 


21/ Kamen & Company, 43 SEC 97, 108 no. 17 (1966); 
A. G. Bellin Securities Corp., 39 SEC 178, 186 (1959). 
See also Lile & Co., Inc., 42 SEC 664, 670 (1965). Com- 
pare United States v. Kordell, 397 U.S. 1, 11 (1970): 

“It would stultify enforcement of federal law to require 
a governmental agency...invariably to choose either to 
forgo recommendation of a criminal prosecution once it 
seeks civil relief, or to defer civil proceedings pending the 
ultimate outcome of a criminal trial.” 


22/ See Clinton Engines Corporation, 41 SEC 408, 412- 
413 (1963); A. J. White & Co., Securities Exchange Act 

Release No. 10645 (February 15, 1974), 3 SEC Docket 

550. 


23/ Sections 15(b)(5) and (7) of the Exchange Act sum- 
marized inn. 4, supra. 


Respondent argues that the text of the Exchange Act 

is of no moment because the whole thing is unconsti- 
tutional. It is not for us to pass on that. Having been 
instructed by Congress to administer the Act, we are 
constrained to assume that statute is valid unless and 
until the courts hold otherwise. See Milton J. Wallace, 
Securities Exchange Act Release No. 11252 (February 
14, 1975), 6 SEC Docket 300, 301; Mutual Fund Dis- 
tributors, Inc., 41 SEC 174, 181 (1962); Walston & 

Co., 5 SEC 112, 113 (1939). Nevertheless, we think it 
appropriate to note that respondent's constitutional 
contentions are nothing less than an attack on all fed- 
eral administrative law since they assume that Congress 
cannot vest this and other federal agencies with quasi- 
legislative and quasi-judicial powers, and that respondent 
cites nothing (other than his own ideas about the Consti- 
tution) in support of this radical position. We also note 
that the Supreme Court seems to take a different view. 
See Butz v. Glover, 411 U.S. 182 (1973) where the court 
cited with approval Hiller v. SEC, 429 F.2d 856, 858-859 
(C.A. 2, 1970) and Diugash v. SEC, 373 F.2d 107, 110 
(C.A. 2, 1967). 411 U.S. at 187. 


24/ Respondent says that he rejected a settlement calling 
for a 60-day suspension suggested by our staff prior to the 
hearings. But the asserted willingness of our staff to recom- 
mend that we accept a 60-day suspension for purposes of 
settlement (only we, not our staff, can accept an offer of 
settlement—see Rule 8(a) of our Rules of Practice) is ir- 
relevant. As we said in Haight & Company, 44 SEC 481, 
512-513 (1971), affirmed without opinion (C.A.D.C. 

June 30, 1971): “In settlement cases, where as a rule there 
is no admission of violations, we take into account prag- 
matic considerations such as the avoidance of time-and- 
manpower-consuming adversary proceedings.”’ Here, 


SEC DOCKET/775 





however, the record before us is fully developed. And it 
establishes various violations. Cf. Security Planners Asso- 
ciates, Inc., 44 SEC 738, 743-744 (1971). Sloan’s idea 
that a settlement proposal by our staff sets some sort of a 
ceiling on the sanction that can be imposed after a record 
has been developed is fallacious. Such a rule would under- 
mine the settlement process that the Administrative Pro- 
cedure Act seeks to encourage. That statute provides that 
“The agency shall give all interested parties opportunity 
for—(1) the submission and consideration of...offers of 
settlement, or proposals of adjustment...." 5 U.S.C. 8554 
(c). See also First Detroit Securities Corporation, Securi- 
ties Exchange Act Release No. 10706 (March 27, 1974), 
3 SEC Docket 752, 753. If respondents were assured 

that a trial could never result in a sanction more severe than 
the one suggested by our staff in settlement discussions, 
they would have little, if any, incentive to settle. And even 
if we were otherwise inclined to give some slight weight to 
an abortive settlement proposal made by our staff, we 
could not properly do so in this case. Here we have facts 
and circumstances before us that were unknown to and 
could not possibly have been foreseen by our staff at the 
time of the settlement talks. 


25/ See Blaise D’Antoni Associates, Inc. v. SEC., 289 F.2d 
276, 277, (C.A. 5, 1961) (“The net capital rule is one of 
the most important weapons in the Commission’s arsenal 
to protect investors.”); Fox Securities Company, Inc., Se- 
curities Exchange Act Release No. 10475, 2 SEC Docket 
667, 669 (November 1, 1973) (“accurate and current re- 
cords are essential to enable a broker-dealer to determine 
compliance with the net capital and other requirements.”’); 
Wanda O. Olds, 37 SEC 23, 26 (1956) (“The requirements 
that books be kept current and financial reports be filed 
on time and in proper form are important”) ; Scientific 
Investors Corporation, 41 SEC 618, 619 (1963)—(“Re- 
ports are important not only to inform investors but 
because they may open avenues of inquiry which may 
well lead to collateral information having a direct bear- 
ing upon the broker-dealer’s compliance with other 

rules of the Commission). 


26/ We therefore deny his request for withdrawal of 
registrant's broker-dealer registration. 


27/ SEC v. Sloan, 74 Civil 5729 (U.S.D.C., S.D.N.Y.). 
Sloan’s appeal from the second injunction is pending 
before the United States Court of Appeals for the Second 
Circuit. Yet the fact remains that a court of competent 
jurisdiction found the second injunction appropriate and 
that it did so over Sloan’s vehement opposition. That is 

a circumstance to be considered in assessing the require- 
ments of the public interest. Compare Summit Equities 
Corp., Securities Exchange Act Release No. 10366 
(August 28, 1973), 2 SEC Docket 347. 


28/ The affidavit in which this statement appears was 
made ih support of Sloan’s unsuccessful application for 
a stay of the second injunction. Sloan’s earlier petition 
to the Court of Appeals for a writ of mandamus against 
the district judge is in the same vein. After stating that 
“the SEC has known...that the petitioner was not go- 
ing to make his books and records readily available,” 

he goes on to say: “It is no secret that the petitioner 
has not paid...any...SEC assessment in more than two 
years. It is no secret that the petitioner has not filed any 
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financial statements with the SEC for two years.” 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11376/April 28, 1975 


Admin. Proc. File No. 3-3680 
In the Matter of 


SAMUEL H. SLOAN 
doing business as 


SAMUEL H. SLOAN & CO. 
120 Liberty Street 
New York, New York 


(8-15750) 
ORDER IMPOSING REMEDIAL SANCTIONS 


Proceedings were instituted under the Securities Exchange 
Act to determine what, if any, remedial action is appro- 
priate in the public interest with respect to Samuel H. 
Sloan, doing business as Samuel H. Sloan & Co. 


Hearings were held before an administrative law judge. 
He submitted an initial decision. Respondent's petition 
for review was granted, and briefs were filed by him and 
by the Commission’s Division of Enforcement. Respond- 
ent requested withdrawal of the broker-dealer registration 
of Samuel H. Sloan & Co. 


The Commission has this day issued its Findings and 
Opinion. On the basis of such Findings and Opinion, it 
is 


ORDERED that the request for withdrawal of the regis- 
tration of Samuel H. Sloan & Co. as a broker and dealer 
be, and it hereby is, denied; and it is further 


ORDERED that the aforesaid broker-dealer registration 
be, and it hereby is, revoked; and it is further 


ORDERED that Samuel H. Sloan be, and he hereby is, 
barred from being associated with any broker or dealer. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11377/April 28, 1975 


Admin. Proc. File No. 3-4476 


In the Matter of 





























MICHAEL |. SCHORR 
3 Eldorado Drive 
Spring Valley, New York 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TION AND ACCEPTING RESIGNATION FROM COM- 
MISSION PRACTICE 


These are broker-dealer proceedings under the Securities 
Exchange Act with respect to Michael |. Schorr, who was 
an accountant for orizon Securities, Inc. (““Horizon”’), 
formerly a registered broker-dealer firm, and for Hori- 
zon‘s parent, Nova Equity Ventures, Inc. (““Nova’’). 1/ 
Solely for the purpose of settling these proceedings, and 
without admitting or denying the allegations in the order 
for proceedings, £ horr consents to certain findings and 
to an order barring him from association with any broker, 
dealer, investment adviser, or registered investment com- 
pany. He has also undertaken not to practice before the 
Commission as an accountant, with the understanding that 
he cannot engage in such practice until readmitted. 


The order for proceedings charges that Schorr caused 
Horizon to accept customers’ orders when Horizon was 
insolvent and incapable of consummating the transac- 
tions. It also alleges that Schorr made material misrepre- 
sentations to investors in Nova stock. These are said to 
have related to the solvency of Horizon, Nova’s princi- 

pal asset. In addition, the order accuses Schorr of having 
aided and abetted Horizon’s false entries in its books 

and records, and its failure to comply with net capital and 
recordkeeping requirements. 


On the basis of his consent, it is found that Schorr will- 
fully violated Section 10(b) of the Exchange Act and 
Rule 10b-5 thereunder, and willfully aided and abetted 
violations of Sections 15(c)(3) and 17(a) of the Ex- 
change Act and Rules 15c3-1, 17a-3 and 17a-4 there- 
under. 


In view of the foregoing, it is in the public interest to 
impose the sanction to which Schorr has consented. 


Accordingly, 1f 1S ORDERED that, effective the day 
following the date hereof, Michael |. Schorr be, and he 
hereby is, barred from being associated with any broker, 
dealer, investment adviser, or registered investment com- 
pany, and it is further 


ORDERED that the undertaking of the said Michael |. 
Schorr to refrain from appearing or practicing before 
the Commission as an accountant be, and the same here- 
by is, accepted; and it is further 


ORDERED that he shall no longer have the privilege of 
SO appearing or practicing. 


For the Commission by the Office of Opinions and Re- 


view, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ On March 27, ‘975, Horizon’s broker-dealer registra- 
tion was revoked and Nova was barred from association 


with any broker, dealer, registered investment company or 
investment adviser. Securities Exchange Act Release No. 
11315, 6 SEC Docket 509. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11378/April 28, 1975 


Admin. Proc. File No. 3-4330 

In the Matter of 

BAIRD PATRICK & CO. 

67 Broad Street 

New York, New York 

(8-18029) 

AMENDING ORDER 

The name Baird Patrick & Co., Inc. which appeared in 

the original order herein (Securities Exchange Act Release 


No. 11331, dated April 2, 1975) is hereby corrected to 
read Baird Patrick & Co. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11379/April 28, 1975 


Admin. Proc. File No. 3-4540 
In the Matter of 


JOHN FORMA 
358 Argyle Road 
Brooklyn, New York 


VINCENT FORMA 
25 Bay 38th Street 
Brooklyn, New York 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TIONS 


In these broker-dealer proceedings under the Securities Ex- 
change and Securities Investor Protection Acts, John Forma, 
formerly president of Forma Securities, Inc., which was 
during the relevant period a registered broker-dealer, and 
Vincent Forma, once that firm’s vice president, have sub- 
mitted offers of settlement which the Commission has de- 
termined to accept. 1/ Solely for the purpose of these and 
any other proceedings under specified provisions of the 
Exchange and Securities Investor Protection Acts, and 
without admitting or denying the allegations in the order 
for proceedings, respondents consent to certain findings 
and to the imposition of specified sanctions. 
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The order for proceedings charges that at various times 
from 1970 to 1973, respondents violated the antifraud pro- 
visions of the securities acts in connection with customers’ 
orders, securities and funds. It further alleges that respond- 
ents willfully aided and abetted violations of net capital, 
recordkeeping, reporting, hypothecation and customer 
protection provisions of the Exchange Act. Lastly, it alleges 
that John Forma has been permanently enjoined from fur- 
ther violations of the Exchange Act’s net capital and record- 
keeping provisions. 2/ 


On the basis of the offers of settlement, it is found that: 


1. John Forma willfully violated and/or aided and 
abetted violations of Section 17(a) of the Securities 
Act and Sections 8(c), 10(b), 15(c)(2), 15(c)(3) and 
17(a) of the Exchange Act and Rules 8c-1(a), 10b-5, 
15c2-1(a), 15c2-1(b), 15c3-1, 15c3-3, 17a-3, 17a-4, 
17a-5, 17a-10 and 17a-11 thereunder. 


2. Vincent Forma willfully violated and/or aided and 
abetted violations of Section 17(a) of the Securities 
Act and Sections 8(c), 10(b), 15(c)(2), 15(c)(3) and 
17(a) of the Exchange Act and Rules 8c-1(a), 10b-5, 
15c2-1(a), 15c2-1(b), 15c3-1, 15c3-3, 17a-3, 17a-4, 
17a-5, 17a-10 and 17a-11 thereunder. 


In view of the foregoing, it is in the public interest to 
impose the sanctions specified in the offers of settle- 
ment. 


Accordingly, 1T IS ORDERED that John Forma be, and 
he hereby is, barred from association with any broker, 
dealer, registered investment company or registered in- 
vestment adviser; and it is further 


ORDERED that Vincent Forma be, and he hereby is, 
barred from association with any broker, dealer, regis- 
tered investment company or registered investment ad- 
viser, provided, however, that he may after two years 
apply to the Commission for permission to become so 
associated in a non-supervisory, non-proprietary capa- 
city, upon a showing that he will be adequately super- 
vised. 


For the Commission by the Office of Opinions and 
Review, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ The firm is being liquidated under the Securities 
Investor Protection Act. SEC v. Forma Securities, In- 
corporated, et al., 73 Civ. 643 (U.S.D.C. S.D.N.Y.). 
Its registration was revoked by the Commission on 
January 15, 1975. Securities Exchange Act Release 
No. 11181, 6 SEC Docket 78. 


2/ SEC v. Forma Securities, Incorporated, cited in the 
preceding footnote, and SEC v. John Forma Securities, 
Inc., et al., 70 Civ. 1743 (U.S.D.C. S.D.N.Y.). 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 11380/April 28, 1975 


Admin. Proc. File No. 3-4477 
In the Matter of 


HAVENER SECURITIES CORP. 
111 Broadway 

New York, New York 

(8-7939) 


MARTIN FEUER 
MEYER LANG 
JOEL LAWRENCE HALPERN 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TIONS 


In these broker-dealer proceedings under the Securities 
Exchange Act, Havener Securities Corp. (“‘registrant”’), 

a registered broker-dealer, Martin Feuer, its former pre- 
sident, and Meyer Lang and Joel Lawrence Halpern, its 
former vice-presidents, have submitted offers of scttle- 
ment which the Commission has determined to accept. 
Solely for the purpose of settling these proceedings, and 
without admitting or denying the allegations in the order 
for proceedings, respondents consent to findings of mis- 
conduct as alleged in that order and to the imposition of 
specified sanctions. 


On the basis of the order for proceedings and the offers 
of settlement, it is found that: 1/ 


1. On October 6, 1972, respondents violated Section 
17(a) of the Securities Act and Section 10(b) of the Ex- 
change Act and Rule 10b-5 thereunder, in that they 
purchased securities of Power Conversion, Inc. for the 
account of registrant at a time when it was insolvent, 
and failed to disclose such fact. 


2. On October 6, 1972, registant willfully violated and 
the other respondents willfully aided and abetted viola- 
tians of Section 15(c) of the Exchange Act and Rule 
15c-1 thereunder, in that registrant effected securities 
transactions when it had no net capital. 


3. During the period from about September 29, 1972 
to about October 24, 1972, registrant willfully violated 
and the other respondents willfully aided and abetted 
violations of Section 17(a) of the Exchange Act and 
Rules 17a-3 and 17-a4 thereunder, in that registrant 
failed to accurately make and preserve certain of its 
books and records. 


4. On October 24, 1972, a trustee was appointed to 
liquidate registrant pursuant to the Securities Investor 
Protection Act at a time when the other respondents 
were associated with it as indicated above. 2/ 


5. On November 7, 1972, respondents were permanent- 
ly enjoined from violating and aiding and abetting viola- 
tions of the net capital rule. 3/ 


In view of the foregoing, it is in the public interest to 
impose the sanctions consented to in the offers of 
settlement. 




















Accordingly, 1T 1S ORDERED that the broker-dealer re- 
gistration of Havener Securities Corp. be, and it hereby is, 
revoked; and it is further 


ORDERED that Martin Feuer, Meyer Lang and Joel Law- 
rence Halpern be, and they hereby are, barred from associa- 
tion with a broker, dealer, investment company or invest- 
ment adviser, with the proviso that after 2 years from the 
date of this order they may apply to the Commission for 
leave to become associated with a broker-dealer in super- 
vised and non-proprietary capacities. 


For the Commission by the Office of Opinions and Re- 
view, pursuant to delegated authority. 
George A. Fitzsimmons 


Secretary 


1/ The findings herein are not binding on any other re- 
spondent named in these proceedings. 


2/ SEC v. Havener Securities Corp., et al., 72 Civ. 4350 
(U.S.D.C. S.D.N.Y.). 


3/ Ibid. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11381/April 28, 1975 


Admin. Proc. File Nos. 3-3683 and 3-3759 
In the Matter of 


BUSINESS EQUITIES CORP. 
623 W. Flagler Street 

Miami, Florida 

(816273) 


DU-TEL INVESTMENTS CO., INC. 
634 West Flagler Street 

Miami, Florida 

(8-14336) 


GASTON R. DESAUTELS 


NOTICE THAT INITIAL DECISIONS HAVE BECOME 
FINAL 


The time for filing petitions for review of the initial deci- 
sions in these proceedings has expired. No such petitions 
have been filed. And the Commission has not chosen to 
review the initial decisions on its own initiative. 


Accordingly, notice is hereby given, pursuant to Rule 
17(f) of the Commission’s Rules of Practice, that the 
administrative law judge’s initial decisions have be- 

come the final decisions of the Commission. The orders 
contained in those decisions revoking the broker-dealer 
registration of Business Equities Corp. and Du-Tel Invest- 
ment Co., Inc., and barring Desautels from association 





with any broker or dealer, are hereby declared effective. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11382/April 29, 1975 


ACTION DECLARING EFFECTIVE AMENDED SPECIAL 
OFFERING PLANS AND EXCHANGE DISTRIBUTION 
PLANS OF NEW YORK STOCK EXCHANGE AND 
AMERICAN STOCK EXCHANGE UNDER THE SECURI- 
TIES EXCHANGE ACT OF 1934 


The Securities and Exchange Commission has announced 
that it has declared effective amended Special Offering 
Plans and Exchange Distribtion Plans filed by the New 
York Stock Exchange (“NYSE”) and the American Stock 
Exchange (“Amex”) pursuant to the provisions of Rule 
10b-2(d) (17 CFR 240.10b-2(d)) under the Securities 
Exchange Act of 1934. 


The Special Offering Plans of the NYSE and Amex pro- 
vide for the Sale of a block of a listed security on those 
exchanges at a fixed price under certain conditions when 
the exchange cannot absorb the block within a reasonable 
time and at a reasonable price or prices. The Plans contain 
certain anti-manipulative controls and require members, 
member firms, and member corporations to make certain 
disclosures concerning the offering to persons whose orders 
are solicited. 


The Exchange Distribution Plans of the NYSE and Amex 
authorize those exchanges to grant approval to members 
to offer a block of securities “at the market’ on the ex- 
change when the regular market on the exchange cannot 
otherwise absorb the block of securities within a reason- 
able time and at a reasonable price or prices. Those Plans 
also contain certain anti-manipulative controls and require 
participating members to make certain disclosures to per- 
sons solicited to buy the securities being offered. 


The amendments to these Special Offering and Exchange 
Distribution Plans were proposed to conform them to the 
requirements of Securities Exchange Act Rule 19b-3. 
Under Rule 19b-3, national securities exchanges may not 
after May 1, 1975, adopt or retain any rule that requires, 
or otherwise, directly or indirectly, require, their members, 
or any person associated with their members, to charge 
any person any fixed rate of commission (other than com- 
missions for floor brokerage for members) for transactions 
effected on, or effected by the use of the facilities of, ex- 
changes. 


The text of the Commission’s action follows: 


“The Securities and Exchange Commission acting 
pursuant to the Securities Exchange Act of 1934, 
particularly Sections 10(b) and 23(a) thereof and 
Rule 10b-2(d) (17 CFR 240.10b-2(d)) thereunder, 
deeming it necessary for the exercise of the func- 
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tions vested in it, and having due regard for the 
public interest and for the protection of investors, 
hereby declares effective the Special Offering Plan 
and the Exchange Distribution Plan of the New 
York Stock Exchange, as amended by amendments 
filed on April 10, 1975, and the Special Offering 
Plan and Exchange Distribution Plan of the Ameri- 
can Stock Exchange, as amended by amendments 
filed on April 18, 1975, on the condition that if 

at any time it appears to the Commission to be 
necessary or appropriate in the public interest or 
for the protection of investors so to do, the Com- 
mission may suspend or terminate the effectiveness 
of any of or all such Special Offering Plans or Ex- 
change Distribution Plans by sending at least 10 
days written notice to the particular exchange or 
exchanges involved. The Commission finds that 
notice and public procedure pursuant to Sections 
4(a) and 4(b) of the Administrative Procedure 

Act are unnecessary since the amendments will 
conform those plans to the requirements of Se- 
curities Exchange Act Rule 19b-3 which was 
adopted by the Commission after notice and 
public procedure (See Securities Exchange Act 
Release No. 11203 (Jan. 23, 1975)). The Com- 
mission further finds that Rule 10b-2(d) (17 

CFR 240.10b-2(d)) and the action taken here- 
under have the effect of relieving restriction 

and granting exemption and that, therefore, 

this action may be and is hereby declared effec- 
tive on May 1, 1975 pursuant to Section 4(c) 

of the Administrative Procedure Act.” 

















































Effective May 1, 1975. 
By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11383/April 29, 1975 


he Securities and Exchange Commission announced the 
suspension of trading in all securities of Canadian Javelin 
Limited pursuant to Sections 15(c)(5) and 19(a)(4) of 
he Securities Exchange Act of 1934 for the ten-day 
period commencing at 3:45 p.m. (EDT), April 29, 1975 
land continuing through midnight (EDT), May 8, 1975. 


he Commission instituted the suspension pending dis- 
bemination of ‘information concerning regulatory action 
by Canadian authorities. 


he Commission cautions broker-dealers, shareholders 
and prospective purchasers that they should consider 
arefully the foregoing information along with all other 
currently available information and any information sub- 
sequently issued by the company. 





urthermore, brokers and dealers should be alert to the 
act that, pursuant to Rule 15c2-11 under the Exchange 
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Act, at the termination of the suspension, no quotation 
may be entered unless and until they have strictly complied 
with all of the provisions of said rule. If any broker or dealer 
has any questions as to whether or not he has complied with 
said rule, he should not enter any quotation but immediate- 
ly contact the staff of the Securities and Exchange Commis- 
sion, Division of Enforcement in Washington, D. C. If any 
broker or dealer is uncertain as to what is required by Rule 
15c2-11, he should refrain from entering quotations relating 
to the securities in question until such time as he has famil- 
iarized himself with said rule and is certain that all of its 
provisions have been met. If any broker or dealer enters any 
quotation which is in violation of said rule, the Commission 
will consider the need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11384/April 30, 1975 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 456/April 30, 1975 


NOTICE OF ADOPTION OF TEMPORARY RULE 206(3)- 
1(T) UNDER THE INVESTMENT ADVISERS ACT OF 
1940 PROVIDING A TEMPORARY EXEMPTION FROM 
SECTION 206(3) OF THE ACT WITH RESPECT TO 
CERTAIN ADVISORY SERVICES BY INVESTMENT 
ADVISERS REGISTERED AS BROKER-DEALERS 


NOTICE IS HEREBY GIVEN that the Securities and Ex- 
change Commission hereby adopts temporary Rule 206(3)- 
1(T) [17 CFR 275.206(3)-1(T)] under the Investment Ad- 
visers Act of 1940 [15 U.S.C. 80b-1 et seq.] (‘“Advisers 
Act’) to exempt temporarily investment advisers who are 
also registered as brokers or dealers from the require- 
ments of Section 206(3) [15 U.S.C. 80b-6(3)] of the 
Advisers Act 1/ in connection with transactions in rela- 
tion to which such brokers or dealers are acting as invest- 
ment advisers solely by means of (1) publicly distributed 
written materials or publicly made oral statements, or (2) 
responses to specific request for statistical information 
where such responses involve no expressions of opinion 
or estimates by the investment adviser as to the invest- 
ment merits of a particular security. Such material and 
oral statements, however, in order to come within the 
exemptive provisions of the rule, must include a state- 
ment that if the purchaser of the written or oral advisory 
communication uses the services of the investment advis- 
er in connection with a sale or purchase of a security 
which is a subject of such communication, the invest- 
ment adviser may act as principal for its own account 

or as agent for another person. For the purposes of the 
rule, publicly distributed written materials are those 
which are distributed to 35 or more persons who pay 

for such materials, and publicly made oral statements 

are those made simultaneously to 35 or more persons 
who pay for access to such statements. 


The Commission announced on March 31, 1975, that 

it had under consideration a proposal to adopt Rule 
206(3)-1 [17 CFR 275.206(3)-1] under the Advisers 
Act 2/ which would exempt permanently from compli- 
ance with Section 206(3) of the Advisers Act those per- 




















sons who would be exempted by the temporary rule set 
forth below. Interested persons were requested to submit 
comments by April 29, 1975. 


It is expected that on and after May 1, 1975, in response 
to Rule 19b-3 [17 CFR 240.19b-3] under the Securities 
Exchange Act of 1934 [15 U.S.C. 78a et seq.] (““Ex- 
change Act’’) 3/ many investment advisers who also are 
broker-dealers probably will impose charges for market 
letters or other widely distributed written publications, 
seminars and pricing and valuation services which prior 
to that date were furnished for no special compensation 
to customers of their broker-dealer services. As pointed 
out in Investment Advisers Act Release No. 448, at p. 2, 
a large brokerage firm which provides those advisory ser- 


vices to thousands of persons may find it difficult and im- 


practical to effect compliance with Section 206(3) of the 
Advisers Act in connection with those services. More- 
over, because advisory recommendations are frequently 
quite specific as to the time interval or the price range 
within which a security is to be purchased or sold, it 

may be impracticable to require a broker-dealer to wait 
until receipt of customers’ consents before executing 
principal or cross trades. 


Although the Commission intends to adopt a permanent 
rule in this area, the Commission has determined that it 
is t.ecessary and appropriate in the public interest to 
ad~pt a temporary rule to grant the exemption on a tem- 
porary basis, effective May 1, 1975, until the Commis- 
sion takes further action on the proposed permanent 
rule. 


The text of Rule 206(3)-(T), which is adopted pursuant 
to Sections 206A and 211(a), is as follows: 


Rule 206(3)-1(T). Temporary exemption of investment 
advisers registered as broker-dealers in connection with 
the provision of certain investment advisory services. 


An investment adviser which is a broker or dealer regis- 
tered pursuant to Section 15 of the Securities Exchange 
Act of 1934 shall be exempt from Section 206(3) in 
connection with any transaction in relation to which 
such broker or dealer is acting as an investment adviser 
solely (1) by means of publicly distributed written 
materials or publicly made oral statements or (2) 
through the issuance of responses to specific requests 
for statistical information where such responses involve 
no expressions of opinion or estimates by such invest- 
ment adviser as to the investment merits of a particular 
security; provided, however, that such materials and 
oral statements include a statement that if the purchaser 
of the advisory communication uses the services of the 
adviser in connection with a sale or purchase of a secur- 
ity which is a subject of such communication, the ad- 
viser may act as principal for its own account or as 
agent for another person. 


For the purpose of this Rule, publicly distributed 
written materials are those which are distributed to 35 
or more persons who pay for such materials, and public- 
ly made oral statements are those made simultaneously 
to 35 or more persons who pay for access to such state- 
ments. 


This exemption shall be effective May 1, 1975, and shall 
continue until revoked or superseded by the Commission. 


NOTE: The requirement that the investment adviser dis- 
close that it may act as principal or agent for another per- 
son in the sale or purchase of a security that is the subject 
of investment advice does not relieve the investment ad- 
viser of any disclosure obligation which may be imposed 
by subparagraphs (1) or (2) of Section 206 or the other 
provisions of the federal securities laws. 


The Commission finds that the adoption of Rule 206(3)- 
1(T) is appropriate in the public interest and consistent 
with the protection of investors and the purposes fairly 
intended by the policy and provisions of the Advisers 
Act, since it will provide a limited exemption from a 
statutory requirement for a class of persons who will re- 
main subject to all the other provisions, including the 
antifraud provisions of Sections 206(1) and 206(2) [15 
U.S.C. 80b-6(1) and 80b-6(2)] , of the Advisers Act. The 
Commission further finds, in accordance with the require- 
ments of the Administrative Procedure Act, 4/ that no- 
tice of Rule 206(3)-1(T) prior to its adoption and public 
procedure thereon are unnecessary because notice of a 
substantially similar proposed permanent rule has already 
been given on March 31, 1975, 5/ and publication 30 days 
prior to its effective date may be omitted since the rule 
grants an exemption from a statutory requirement which 
otherwise would be applicable, and it also is in the public 
interest that such exemption be available on May 1, 1975, 
to correspond with the effectiveness of Rule 19b-3 under 
the Exchange Act. Accordingly, Rule 206(3)-1(T) shall 
become effective on May 1, 1975, and it shall continue 

in effect until the Commission takes further action. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ Section 206(3) makes it unlawful for any investment 

adviser by use of the mails or any means or instrumentality 

of interstate commerce, directly or indirectly - 
acting as principal for his own account, knowingly to 
sell any security to or purchase any security from a 
client, or acting as broker for a person other than such 
client, knowingly to effect any sale or purchase of 
any security for the account of such client, without 
disclosing to such client in writing before the comple- 
tion of such transaction the capacity in which he is 
acting and obtaining the consent of the client to such 
transaction. The prohibitions of this paragraph (3) 
shall not apply to any transaction with a customer 
of a broker or dealer if such broker or dealer is not 
acting as an investment adviser in relation to such 
transaction. 


2/ Investment Advisers Act Release No. 448 and Securities 
Exchange Act Release No. 11234 [40 FR 14782 (April 2, 
1975)] . 


. 3/ Rule 19b-3 will prohibit any national securities ex- 


change from adopting or retaining any rule that requires, 
or from otherwise requiring, its members to charge fixed 
rates of commission for transactions executed on, or by 

the use of the facilities of, such exchange after the appli- 
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cable effective dates. 
4/ 5 U.S.C. 551 et seq. (1970). 


5/ Supra, note 2. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11385/April 30, 1975 


COMMISSION ACTION WITH RESPECT TO CERTAIN 
REQUESTS FOR EXEMPTIONS FROM THE REPORT- 
ING REQUIREMENTS OF RULE 17a-15 


The Securities and Exchange Commission announced its 
disposition of certain requests received from the Detroit 
Stock Exchange (“DSE"’) and from the Intermountain 
Stock Exchange (““ISE’’) for exemptions from the report- 
ing requirements of Rule 17a-15 (the ““Rule’”’) under the 
Securities Exchange Act of 1934. The DSE has filed with 
the Commission a plan under the Rule whereby it would 
become an “other reporting party” pursuant to the terms 
of the joint industry plan (the “Plan’’) declared effective 
under the Rule as of May 17, 1974 by the Commission. 
1/ The DSE’s plan was declared effective by the Commis- 
sion in Securities Exchange Act Release No. 11255 (Feb- 
ruary 18, 1975) upon execution by the DSE of the neces- 
sary agreements with the Securities Industry Automa- 
tion Corporation, processor for the consolidated trans- 
action reporting system, to become an “other report- 

ing party” under the Plan. 


In reviewing the DSE’s and ISE’s exemption requests, 
the Commission considered the aggregate share and dollar 
volume of “eligible” listed securities (as that term is de- 
fined in the Plan) traded on the DSE and the ISE, re- 
spectively, the share and dollar volume of the particular 
issues of such securities traded on each of those exchanges 
in relationship to the volume of such trading in the pri- 
mary markets for those issues, and the costs to the DSE 
and ISE of compliance with the reporting requirements 
of the Rule. The Commission has concluded tentatively 
that, as a general matter, no market center which, on 

an annual basis, has either (i) an aggregate dollar volume 
of transactions in “eligible” listed securities in excess of 
$250 million, or (ii) share volume in any particular 
“eligible” listed security equal to or exceeding 5% of 

the total volume in that security from all reporting mar- 
kets should be exempted from the Rule’s reporting re- 
quirements. Consequently, the Commission determined 
that the exemption request of the DSE should be denied 
and that the request of the ISE should be granted. The 
ISE is required, by the terms of its exemption, to report 
to the Commission on a weekly basis details of its trans- 
actions (if any) in “‘eligible”’ listed securities. 


A similar request for an exemption from the reporting 
requirements of the Rule submitted to the Commission 
by the Spokane Stock Exchange is still pending. 


The texts of letters informing the DSE and the ISE of 
the Commission's action are set forth below: 
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April 25, 1975 


M. Edward Denny 
Executive Vice President 
Detroit Stock Exchange 
2314 Penobscot Building 
Detroit, Michigan 48226 


Dear Mr. Denny: 


The Commission has reviewed the request submitted by 
the Detroit Stock Exchange (the “DSE”’), pursuant to 
subsection (h) of Rule 17a-15 (the “‘Rule”’) under the 
Securities Exchange Act of 1934, for an exemption from 
the reporting requirements of that Rule. In the course of 
its review, the Commission has considered, among other 
things, the share and dollar volume of the DSE’s trans- 
actions in “eligible” listed securities (as that term is 
defined in the joint industry plan declared effective by 
the Commission under the Rule (the ‘’Plan’’)) in relation 
to the volume of such trading in the primary markets 
for such securities and the cost to the DSE of being re- 
quired to comply with the Rule’s reporting provisions. 


The Commission has concluded preliminarily that no 
market center which, on an annual basis, has (i) an ag- 
gregate dollar volume of transactions in “‘eligible” listed 
securities exceeding $250 million, or (ii) an aggregate 

share volume of transactions in any particular “eligible” 
listed security equal to or exceeding 5% of the total volume 
in that security from all reporting markets, should be ex- 
empted from the reporting requirements of the Rule. 


As a consequence of its review, in light of the tentative 
standards enunciated above, the Commission currently 
considers that exclusion of reports of the DSE’s trans- 
actions in “eligible” listed securities from the consoli- 
dated transaction reporting system contemplated by the 
Rule would not be consistent with the maintenance of 
fair and orderly markets, the public interest or the pro- 
tection of investors. Consequently, the Commission has 
authorized me to inform you that the DSE’s request for 
exemption from the reporting requirements of the Rule 
has been denied. The Commission reminds the DSE that 
its plan filed under the Rule will not be effective until 
the DSE has become an “other reporting party” under 
the zerms of the Plan. 


The Commission would be interested in receiving any 
comments you may have on the tentative standards em- 
ployed by the Commission in considering the DSE’s ex- 
emption request (including any suggestions for altering 
or supplementing those standards). 


Sincerely, 


Lee A. Pickard 
Director 


April 29, 1975 


Mr. Ernest Muth, President 
Intermountain Stock Exchange 


























39 Exchange Place 
Salt Lake City, Utah 84111 


Dear Mr. Muth: 


The Commission has reviewed the request of the Intermoun- 


tain Stock Exchange (the ““ISE’’), submitted pursuant to 
subsection (h) of Rule 17a-15 (the ““Rule’’) under the Se- 
curities Exchange Act of 1934, for an exemption from the 
reporting requirements of that Rule. In the course of its 
review, the Commission has considered, among other 
things, the share and dollar volume of the ISE’s transac- 
tions in “‘eligible” listed securities (as that term is de- 
fined in the joint industry plan declared effective by the 
Commission under the Rule (the “Plan’’)) and the cost 
to the ISE of being required to comply with tl.e report- 
ing provisions of the Rule. 


The Commission has concluded preliminarily that no 
market center which, on an annual basis, has (i) an aggre- 
gate dollar volume of transactions in “eligible” listed se- 
curities exceeding $250 million, or (ii) an aggregate 

share volume in any particular “eligible” listed security 
equal to or exceeding 5% of the total volume in that se- 
curity from all reporting markets, should be exempted 
from the reporting requirements of the Rule. 


As a consequence of its review, in light of the tentative 
standards enunciated above, the Commission presently 
considers that exclusion of reports of the ISE’s trans- 
actions in “eligible” listed securities would be con- 
sistent with the maintenance of fair and orderly mar- 
kets, the public interest and the protection of investors. 
Consequently, the Commission has authorized me to in- 
form you that the ISE’s request for exemption from the 
Rule has been granted. 


The Commission’s grant of the ISE’s exemption request 
is conditioned upon the submission by the ISE to the 
Director, Division of Market Regulation, of weekly re- 
ports, no later than five days after each week, detailing 
the ISE’s transactions in each “eligible” listed security 
traded on the ISE during the previous week; provided, 
however, that no report need be filed for any week in 
which there were no transactions on the ISE in any 
“eligible” listed security. This exemption is subject 

to revocation if the Commission finds that future cir- 
cumstances warrant such action. 


If the foregoing reporting requirement appears burden- 
some to you, please let us have your thoughts as to an 
appropriate revision. In addition, the Commission would 
be interested in receiving any comments you may have 
on the tentative standards enunciated above with respect 
to disposition of exemption requests (including any sug- 
gestions for alterning or supplementing those standards). 


Sincerely, 


Lee A. Pickard 
Director 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ Securities Exchange Act Release No. 10787 (May 10, 
1974). 





SECURITIES EXCHANGE ACT OF 1934 
Release’'No. 11386/April 30, 1975 


Admin. Proc. File No. 3-4300 
In the Matter of 


WILLIAM C. MILLER 
15 Patton Street 
Lodi, New Jersey 


NOTICE THAT INITIAL DECISION HAS BECOME 
FINAL 


In the broker-dealer proceedings under the Securities 
Exchange Act, no petition for review of the adminis- 
trative law judge’s initial decision has been filed. The 
time for filing any such petition has expired, and the 
Commission has not determined to review the issues on 
its own initiative. 


Accordingly, notice is hereby given, pursuant to Rule 
17(f) of the Commission’s Rules of Practice, that the 
administrative law judge’s decision has become the 
final decision of the Commission. The order contained 
in that decision barring William C. Miller from associa- 
tion with any broker or dealer, with the proviso that 
after 18 months he may apply to the Commission for 
permission to become so associated in a non-proprie- 
tary, non-supervisory position in which his activities 
would be adequately supervised, is hereby declared 
effective. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11387/April 30, 1975 


Admin. Proc. File No. 3-4492 
In the Matter of 

GREGERSEN & CO., INC. 
1101 Continental Bank Building 
Salt Lake City, Utah 

(8-14932) 

FINDINGS AND BAR ORDER 


In these remedial proceedings, Gregersen & Co., Inc., former- 
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ly a registered broker-dealer, 1/ failed to appear at a hearing 
of which it had been duly notified and is therefore in de- 
fault. 2/ 


On the basis of the allegations in the order for proceedings, 
it is found that: 3/ 


1. Respondent willfully violated Sections 5(a) and 5(c) of 
the Securities Act by offering, selling and delivering com- 
mon stock of Silver Exploration, Inc. (“SEI”) during the 
period from about August 1971 to February 1974, and 
common stock of Fabri-Glas, Inc. in January and Feb- 
ruary 1974, when no registration statements under the 
Act were filed or in effect for either security. 


2. During the period from about October 1971 to Feb- 
ruary 1974, respondent willfully violated Section 17(a) 

of the Securities Act and Section 10(b) of the Exchange 
Act and Rules 10b-5 and 10b-6 thereunder by partici- 
pating in a fraudulent and manipulative scheme involving 
the common stock of SEI. In that connection respondent: 


(A) Recommended SEI’s unseasoned, speculative stock 
without any reasonable basis for so doing and in disre- 
gard of unfavorable information known to it; and 


(B) Bid for and purchased that stock while engaged in 
its distribution. 


3. During the period from about March 1972 to Feb- 
ruary 1974, respondent willfully violated Section 17(a) 
of the Securities Act and Sections 10(b) and 15(c)(2) of 
the Exchange Act and Rules 10b-5, 10b-6, 15c2-4 and 
15c2-11 thereunder by participating in a second fraudu- 
lent and manipulative scheme. This one involved Fabri- 
Gias’s common stock. Here respondent failed to disclose 
that the proceeds of the offering would be used in a 
manner different from that described in the offering 
circular. 4/ 


It also made deceptive assurances about the market for 
the stock. Moreover, respondent bid for and purchased 
Fabri-Glas shares while engaged in a distribution of those 
same shares. Finally, respondent submitted quotations 
for Fabri-Glas’s stock and caused such quotations to be 
published when it lacked the information required by 
Rule 15c2-11. 


4. During the period from about April 20 to August 9, 
1973, respondent willfully violated Section 15(c)(3) 

of the Exchange Act and Rule 15c3-1 thereunder in that 
it effected securities transactions when its net capital 
was less than that required by tne rule. 


5. During the period from about January 1973 to Feb- 
ruary 1974, respondent willfully violated Section 17(a) 
of the Exchange Act and Rules 17a-3, 17a-5 and 17a-11 
thereunder in that certain of its books and records were 
inaccurate, non-current, and unpreserved. Moreover, its 
reports with respect to its financial condition and of the 
steps taken to correct its recordkeeping deficiencies 
were false and misleading. 


6. During the period from about April 1971 to Feb- 


ruary 1974, respondent willfully violated Section 15(b) 
of the Exchange Act and Rule 15b3-1 thereunder, by 
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failing to file required amendments to its Form BD. 


In view of the foregoing, it is in the public interest to bar 
respondent from association with any broker or dealer. 


Accordingly, IT 1S ORDERED that Gregersen & Co.., Inc. 
be, and it hereby is, barred from association with any 
broker or dealer. 


For the Commission by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ Respondent withdrew its registration before these pro- 
ceedings were begun. 


2/ Rule 6(e) of the Commission’s Rules of Practice pro- 
vides that the proceedings may be determined against a 
defaulting respondent upon consideration of the order 
for proceedings, the allegations of which may be deemed 
true as to it. 


3/ The findings herein are not binding on any other re- 
spondent named in these proceedings. 


4/ This variance involved, among other **ings, a failure 
to comply with the requirements of Rule 15c2-4. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11388/May 1, 1975 


ADOPTION OF RULE 15b10-11 UNDER THE SECURI- 
TIES EXCHANGE ACT OF 1934 ESTAVULISHING 
FIDELITY BONDING REQUIREMENTS FOR NON- 
MEMBER BROKER-DEALERS 


On December 26, 1974, in Securities Exchange Act Re- 
lease No. 11155, the Securities and Exchange Commis- 
sion announced a proposal to adopt Rule 15b10-11 

under the Securities Exchange Act of 1934 (the ‘“Rule”’). 
The Commission has considered the comments and sug- 
gestions received and has adopted the Rule as stated be- 
low effective September 1, 1975. Rule 15b10-11 sets forth 
fidelity bonding requirements for registered broker-deal- 
ers which are not members of a registered national securi- 
ties association 1/ (“SECO broker-dealers’). 


As a result of a request made by the Securities Investor 
Protection Corporation (“SIPC”) in mid-1971 that mis- 
appropriation of assets of NASD members through em- 
ployee theft and dishonesty be exicuded from the losses 
covered by SIPC, the NASD Board of Governors in De- 
cember of that year established a Committee on Bond- 
ing Coverage and instructed it to study the present bond- 
ing practices of the exchanges with a view to requiring 
similar coverage for NASD members. 


As a result of the NASD Committee’s recommendations, 
the NASD Board of Governors adopted Article III, Sec- 
tion 32 (and Appendix “’C” thereto) (“Section 32”) of 
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the NASD Rules of Fair Practice. The Commission subse- 
quently considered the NASD rule and did not disapprove 
it on October 24, 1973 subject to certain conditions which 
later were satisfied. New Section 32 became effective early 
last year. Commission Rule 15b10-11 is designed to impose 
comparable bonding requirements on SECO broker-dealers. 
Also, as in the case of Section 32, the Commission Rule 
provides exemptions for those firms which do not have 
employees as well as firms which are not required to be 
members of SIPC. In addition, the Rule would exempt 
SECO broker-dealers who are also members of certain 
exchanges which have in effect fidelity bonding require- 
ments for their members that are comparable to the re- 
quirements of the Rule. 2/ 


Description of Rule 


Rule 15b10-11 requires that SECO broker-dealers carry a 
fidelity bond in the form, amount and type of coverage 
prescribed by the Rule. The bond is required to contain 
agreements covering at least the following areas: a ‘’Fidel- 
ity” insuring clause to indemnify the insured broker-deal- 
er against loss of property through any dishonest or frau- 
dulent acts of employees (this clause also generally covers 
losses due to “Fraudulent Trading” by employees); an 
“On Premises” agreement insuring against losses resulting 
from common law and statutory crimes such as burglary 
and theft and including a “‘Misplacement” clause specifi- 
cally covering misplacement and “‘mysterious, unexplain- 
able disappearances” of property of the insured (no 
matter where located); an “In Transit” clause indemni- 
fying against losses occurring while property is in transit; 
a “Forgery and Alteration” agreement insuring against 
loss due to forgery or alteration of various kinds of nego- 
tiable instruments (including checks); and a “Securities 
Loss” clause protecting the insured against losses incur- 
red through forgery and alteration of securities, or written 
documents relating to securities ownership or conveyance. 


In addition, Rule 15b10-11 requires SECO broker-deal- 
ers to obtain certain minimum coverages similar to the 
coverages set forth in the NASD’s Section 32. The mini- 
mum coverage for any of the insuring agreements de- 
scribed above cannot be less than $25,000; however, 

the required coverage for the “Fidelity’’, ‘““On Premises”, 
“In Transit”, ‘“‘Misplacement”, and “‘Forgery and Alter- 
ation’”’ agreements shall increase in proportion to the in- 
dividual broker-dealer’s minimum net capital require- 
ments provided for in Rule 15c3-1 under the Act. 


The broker-dealer is required initially to determine mini- 

mum required coverage of the bond by reference to the 

highest net capital required during the continuous 12- 

month period immediately preceding issuance of the 

bond. Necessary revisions in the amount of coverage 

shall be determined thereafter. in the same fashion, at 

least annually, on the anniversary date of the bond’s 

issuance. The required coverage shall be computed on 

a percentage basis, i.e., 120% of minimum net capital 

for individual firms with minimum capital requirements 

up to $600,000. For firms with minimum capital require- 

ments above $600,000, however, coverage shall be de- 

termined by reference to a table provided in subparagraph 
_ (c)(1)(B). The fixed scale of coverage provided in the table 





is generally comparable to that imposed on member firms 
by the New York Stock Exchange's (“NYSE”) mandatory 
bonding rule. 3/ However, the minimum coverage required 
under Rule 15b10-11 is, in general, less than that under the 
NYSE rule in keeping with the somewhat lower net capital 
requirements and capitalization of SECO broker-dealers. 
Required coverage under the “Fraudulent Trading” provi- 
sion is the greater of $25,000 or 50% of the minimum re- 
quired with respect to the five categories listed above. The 
requisite coverage for ‘Securities Forgery” is the greater 

of $25,000 or 25% of the coverage required for each of the 
five above mentioned categories. 4/ 


SECO broker-dealers subject to the Rule are permitted to 
have a deductible provision included in the bond of the 
greater of $5,000 or 10% of their minimum insurance 
requirement. 5/ It appears that this deductible feature en- 
ables firms to acquire bonding coverage at a more reason- 
able cost. In addition, the Rule requires notice of any 
“cancellation, termination or substantial modification” 
6/ of a fidelity bond to be given by the acting party to 
the affected party 7/ and to the Commission not less 
than sixty days prior to such cancellation, termination 

or substantial modification. The bond must include a 
cancellation rider which shall make it incumbant on the 
insurance carrier to comply with the notice requirements, 
as they apply to the carrier, on a “best efforts” basis. 

In the event a SECO broker or dealer wishes to terminate 
his existing bond with a view to acquiring an appropriate 
substitute bond, however he may satisfy this reporting 
obligation by providing the insurance carrier and the Com- 
mission with notice of such action no later than ten days 
before the effective date of termination of the previous 
bond. Notice to the Commission shall include either a 
copy of the replacement insurance contract or the bind- 
er for such contract. 


The text of Rule 15b10-11, which is being adopted pur- 
suant to the Securities Exchange Act of 1934, particular- 
ly Sections 15(b), 15(c), and 23(a) thereof, is as follows: 
8/ 


Section 240.15b10-11. Fidelity Bonds 


(a) Every non-member broker or dealer which is a mem- 
ber of the Securities Investor Protection Corporation is 
subject-te Rule-1563-1-uader-the Aet- and has employees 
shall carry a blanket fidelity bond covering officers and 
employees of such broker or dealer in the form, amount 
and type of coverage hereinafter prescribed. The provi- 
sions of this rule shall not apply to any member in good 
standing and subject to the fidelity bonding requirements 
of the American Stock Exchange, Inc., the Boston Stock 
Exchange, the Midwest Stock Exchange, Inc., the New 
York Stock Exchange, Inc., the Pacific Stock Exchange, 
Inc., the PBW Stock Exchange, Inc., or the Chicago Board 
Options Exchange, Inc.: Provided, however, That the 
exemption as to the mebers of any exchange may be sus- 
pended or withdrawn by the Commission at any time, by 
sending ten (10) days written notice to such exchange, if 
it appears to the Commission to be necessary or appro- 
priate in the public interest or for the protection of in- 
vestors so to do. 
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(b) Every non-member broker or dealer subject to the rule 
must carry either the Stockbroker’s Blanket Bond, Stand- 
ard Form No. 14 of the Surety Association of America 
with such riders as may be required by this rule, as re- 
vised to the effective date of this rule, or an equivalent 
bond, covering the officers and employees of such broker 
or dealer, which provides against loss and has insuring 
agreements covering at least the following: 


(1) Fidelity; 
(2) On Premises; 


(3 


~— 


In Transit; 


(4 


— 


Misplacement; 
(5) Forgery and Alteration (including check forgery); 
(6) Securities Loss (including securities forgery); and 


(7 


~— 


Fraudulent Trading (by employees). 


(c)(1) Minimum monetary coverage for each of the Fi- 
delity, On Premises, In Transit, Misplacement, and For- 
gery and Alteration insuring agreements shall be the 

greater of $25,000 or such other amount as shall be de- 
termined by reference to minimum required net capital 
computed under Rule 15c3-1 under the Act as follows: 


(A) Each non-member broker or dealer whose required 
net capital does not exceed $600,000 must maintain mini- 
mum coverage of not less than 120% of such requirement. 


(B) Each non-member broker or dealer whose required 
net capital is equet-te-er exceeds $600,000 must maintain 
minimum coverage as indicated in the following table: 





Net Capital Requirement Minimum 

under Rule 15c3-1 Coverage 

Over $ 600,008. up to $ 1,000,000 $ 750,000 

Oo 

1,000,004 upto 2,000,000 1,000,000 
ss 2,000,004 up to 3,000,000 1,500,000 
= 2,000,007 up to 4,000,000 2,000,000 
= 4,000,008 upto 6,000,000 3,000,000 
7 6,000,004 upto 12,000,000 4,000,000 
” 12,000,004 up 5,000,000 


(2) Minimum monetary coverage for the Fraudulent 
Trading insuring agreement shall not be less than $25,000 
or 50% of the coverage required in paragraph (c)(1) here- 
of, whichever is greater. 


(3) Minimum monetary coverage for the Securities Forgery 
insuring agreement shall not be less than $25,000 or 25% 
of the coverage required in paragraph (c)(1), whichever is 
greater. 
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(4) Every non-member broker or dealer subject to this 
rule may have a deductible provision included in his bond 
of up to $5,000 or 10% of the minimum insurance require- 
ment established hereby, whichever is greater, for any in- 
dividual loss. 


(5) The minimum required coverages prescribed herein- 
above shall be determined initially on issuance of the bond 
by reference to the highest required net capital computed 
under Rule 15c3-1 under the Act for the 12-month period 
immediately preceding such issuance or, if the non-mem- 
ber broker or dealer was subject to Rule 15c3-1 for less 
than 12 months, for such lesser period immediately pre- 
ceding such issuance as such broker or dealer was subject 
to that rule. Thereafter, such coverage shall be redeter- 
mined annually, as of the anniversary date of the issuance 
of the bond, by reference to the highest required net capi- 
tal for the immediately preceding 12 month period, 
which amount shall be used to determine the minimum 
required coverage for the succeeding 12 month period. 
Any necessary adjustments shall be made within 30 days 
after the anniversary of the bond. 


(6) The bond shall provide that it shall not be cancelled, 
terminated or substantially modified except after written 
notice given by the acting party to the affected party and 
to the Commission not less than sixty days prior to the 
effective date of such cancellation, termination or modi- 
fication; providing, however, that in the event the non- 
member broker or dealer elects to cancel, terminate or 
modify the provisions of the bond upon notice of less 
than sixty days such non-member broker or dealer may do 
so on the condition that such non-member broker or deal- 
er shall so notify the Commission not less than ten days 
prior to the effective date of such notice by providing the 
Commission with either a copy of the replacement insur- 
ance contract or a copy of the binder for such contract. 
Any bond issued pursuant to this rule shall include a 
cancellation rider providing that the insurance carrier 

will use its best efforts to comply with the applicable 
reporting requirements of this paragraph. 


(d) Definitions - For the purpose of this Rule: 


(1) The term “‘non-member broker ordealer”’ shall mean 
any broker or dealer registered under Section 15 of the 
Act which is not a member of a national securities associa- 
tion registered with the Commission under Section 15A 
of the Act. 


(2) The term “substantial modification” or ‘‘substantially 
modified” shall mean any change in the type or amount 
of fidelity bonding coverage, or in the exclusions to which 
the bond is subject or any other change in the bond such 
that it no longer complies with the requirements of this 
Rule. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ The National Association of Securities Dealers, Inc. 


“NASD”’) is the only association so registered. 


2/ The proposed Rule, as published in Securities Exchange f 
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Act Release No. 11155, would have exempted those firms 
which are presently not subject to the requirements of 
Rule 15c3-1 of the Act, the “net capital”’ rule, by virtue 
of their membership in the following national securities 
exchanges: the American Stock Exchange, the Boston 
Stock Exchange, the Midwest Stock Exchange, the New 
York Stock Exchange, the Pacific Stock Exchange, the 
PBW Stock Exchange and the Chicago Board Options Ex- 
change, Inc. However, the Commission found it necessary 
to revise the exemptive provision (paragraph (a)) in view 
of the fact that Rule 15c3-1 under the Act soon may be 
amended so as to apply to all registered broker-dealers 
irrespective of exchange affiliation. (See Securities Ex- 
change Act Release No. 11094, dated November 11, 
1974). Accordingly, the Rule has been revised so as to 
list the registered national securities exchanges which 
have in effect bonding requirements at least comparable 
to the requirements of the Rule. This list includes those 
exchanges presently exempt from the net capital rule 
since their bonding requirements generally satisfy this 
test. Revised paragraph (a) of the Rule also enables the 
Commission to suspend or withdraw the exemption as to 
members of any of the above exchanges upon ten days 
written notice to such exchange if the Commission deems 
such action “‘necessary or appropriate in the public inter 
est or for the protection of investors.” 


3/ Cf. NYSE Rule 319 (CCH NYSE Manual, para. 2319). 


4/ These special coverages are necessitated by the more 
limited availability and greater expense of acquiring 
these indemnifications as compared to the other insur- 
ing agreements. 


5/ Rule 319 of the NYSE allows members fo self-insure 
to the extent of the greater of $10,000 or 5% of the min- 
imum insurance requirement set by the Exchange. 


6/ Paragraph (d) of the Rule defines “substantially modi- 
fied” or “substantial modification” of a fidelity bond as 
any change in the “type or amount of fidelity bonding 
coverage, or in the exclusions to which the bond is sub- 
ject, or any other change in the bond such that it no 
longer complies with the requirements of this rule.” 


7/ Of course, determination of which party (i.e., whether 
the insurance carrier or the insured broker-dealer) is the 
“acting” or “‘affected” party in a given case depends on 
which party initiates such action on the bond. 


8/ To assist the reader in ascertaining the revisions to 

the proposed Rule, as published in Securities Exchange 

Act Release No. 11155 (December 26, 1974), the new 
language is in italics and the language to be deleted has been 
lined out. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11389/May 1, 1975 


NOTICE OF CORRESPONDENCE RECEIVED IN RE- 
SPONSE TO STAFF INQUIRY 








\ 


The Securities and Exchange Commission today released 
the text of a letter received from the Consolidated Tape 
Association (“CTA”) in response to a staff letter making 
inquiry of the CTA of the reasons for the delay in the full 
implementation of Phase II of the consolidated transaction 
reporting system contemplated by the joint industry plan 
declared effective under Securities Exchange Act Rule 17a- 
15.1/ The text of the CTA’s letter to the staff follows: 


March 26, 1975 


Mr. Lee A. Pickard 

Director, Division of Market Regulation 
Securities and Exchange Commission 
500 N. Capitol Street 

Washington, D. C. 20549 


Dear Mr. Pickard: 


In your letter to me of March 3, 1975, you raised five 
questions pertaining to the operational delay and status 
of vendor contracts of the Consolidated Tape Association. 
The last paragraph of your letter, defining the three ele- 
ments which the Commission considers essential to the 
commencement of Phase II of the Plan (Network A, Net- 
work B, and the High Speed Line), helped to clarify sev- 
eral of the contractual issues which were bothering us. 
Subsequent discussions with SEC staff members have 
given us added direction on other issues, and this is re- 
flected in the responses to your questions below, particu- 
larly numbers four and five: 


Question 1: Why has testing between Plan Participants 
and SIAC exceeded the time originally projected for such 
testing? Please explain when such testing commenced, 
why such testing did not commence earlier, the tests 
which have yet to be conducted and the time by which 

it is expected that they will be completed. 


* # 


The testing between Plan Participants and SIAC exceeded 
the time originally projected for such testing because of: 
(a) the length of time required to surface outstanding 
technical and procedural issues, which then needed de- 
finition, evaluation and formulation of solutions, (b) 

the delays in delivery and installation of communica- 
tions lines and hardware to Participants and SIAC by 
various vendors, (c) the difficulty in establishing a prac- 
tical CTS phase-in and implementation plan which satis- 
fied all technical and policy considerations and, (d) the 
diversity among all parties in relation to their levels of 
technical readiness to move forward with the overall 
system testing efforts. 


Because of the delays in delivery and installation of some 
of the Participants’ communication lines and hardware, 
the communications line and protocol testing began ap- 
proximately one month later than the original November 
23rd target date. The data tests could only begin after 
the previous tests were successfully completed and all 
Participant communication lines “‘stabilized”’ in terms 

of transmission quality. The data tests originally 
scheduled for early November were rescheduled be- 
cause of this slippage to late December and were finally 
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started in mid-January. 


Remaining tests to be conducted are the fallback and 
switchover tests which were originally scheduled to start 
in mid-January but actually started in early Mach. This 
testing activity will be completed by the end of April. 


Question 2. What period of time was originally scheduled 
for the “final shakedown testing period” mentioned in 
your letter of February 19, 1975, why has it been re- 
scheduled over a longer period than originally planned 
and in what manner will such testing “be more thorough 
than originally thought necessary”? 


* 


In November, the CTA Operations Committee adopted 

an implementation plan which still pointed towards full 
implementation of Tape “A” by February 21st, event 
though substantial slippage in intermediate milestones had 
already occurred, and more seemed likely. This implemen- 
tation plan, necessarily constrained to the time remaining, 
had the effect of reducing the project tasks yet to be 
undertaken to the smallest time periods in which it would 
be theoretically possible to achieve the results projected. 
However, these target dates were not considered by ex- 
perienced technicians as the most probable, but only as 
those necessary to fulfill the plan on the specified date. 


The current schedule reflects an additional five weeks for 
an internal CTS/MDS integration effort to insure the in- 
tegrity of the NYSE’s Market Data System. This integrity 
aspect an only be obtained by conducting a highly complex, 
detailed and exacting series of system tests in an orderly 
manner. Recent MDS failures have emphasized the need 

for this thorough test schedule. 


The final system testing and integration effort between 
all Participants, the CTS Processor and the NYSE has 
now been expanded to cover an eight week period which 
includes three weekends of product tests. This eight week 
period will be devoted to cleaning up any outstanding 
elements from the data and fallback/switchover testing 
activities as well as running controlled volume tests. The 
controlled volume tests will measure the system under 
stress and check all unique software and operating 
functions to insure the integrity and stability of the 
basic NYSE Market Data System, and the new super- 
imposed CTS System. 


Question 3. To what extent have delays in implementation 
of the consolidated transaction reporting system (includ- 
ing, particularly, Phase 1 of the Plan) been attributable 

to limitations on SIAC’s resources (in terms of funds and 
personnel)? Are there, in your view, other factors beyond 
the control of SIAC which have contributed to such de- 
lays and, if possible, please give us details. 


* # 


The delays experienced to date in the development of 
the CTS System have not been caused by the lack of 
resources (funds and personnel) on the part of SIAC. 
Rather, these delays are related to system problems in- 
herent in interconnecting several organizations into an 
operating real time computer communications system. 
it should be noted that each Participant and SIAC had 
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to either modify an existing systern or develop an entirely 
new system and each approach has inherent problems. 


However, some diversion of SIAC resources was involved 
in the reassignment of experienced senior technical per- 
sonnel working on CTS to support a task force established 


to determine the cause of recent failures to the NYSE Mar- 


ket Data System. This effort to insure the integrity of the 
NYSE Market Data System was essnetial because this same 
system will become the Consolidated Tape processing sys- 
tem. 


Question 4. In what manner do the vendor agreements 
currently being negotiated by the CTA and the various 
vendors of market information provide that the obliga- 
tions of vendors under the Plan do not commence until 
full implementation of Phase I! of the Plan? In particu- 
lar, please describe whether existing contracts with re- 
spect to last sale data between vendors of market infor- 
mation and those exchanges currently disseminating 
such data to vendors will continue to govern the legal 
relationships between the parties pending full imple- 
mentation of Phase I! of the Plan; and, if they will not, 
the manner in which those relationships will be governed 
prior to implementation of Phase II. 


* * 


Asa sult of discussions at the most recent CTA meeting 
on W-dnesday, Merch 5 and subsequent discussions with 
staff members at the SEC on March 10, we propose to 
prest..t Vendors with agreements under the Plan which ~ 
will cover whatever consolidated last sale prices are fur- 
nished to the Vendors and will be effective immediately 
upon execution by both parties. They will permit the 
Venwor to elect to receive the information by low speed 
or high speed or both, except that he will not be able to 
choose high speed until that service becomes available. 
The contract article which deals with the manner in which 
the Vendors’ interrogation devices must display last sale 
prices will by its terms not become effective until the 
high speed line is available. In addition the contract will 
supersede any existing agreement between the NYSE and 
the Vendor providing for the furnishing of NYSE last 
sale prices of stocks. Consequently when the proposed 
new form is signed by the NYSE on behalf of all Partici- 
pants and by a Vendor, it will immediately govern all 
prices received by the Vendor from SIAC, however com- 
plete or incomplete those prices might be and whether 
received by low speed or high speed line, excpet that the 
provision which requires the Vendor's interrogation de- 
vice to display last sale prices in a particular way will not 
become effective until the high speed line service is avail- 
able. This approach is being taken since the provision 
governing display is a direct outgrowth of requirements 
embodied in 17a-15 and we now understand from the 
Commission staff that Vendors will not be required to 
comply with 17a-15 until the high speed line becomes 
available. 


As mentioned in my letter to Chairman Garrett on Feb- 
ruary 10, the only two other Plan Participants which 
currently furnish Vendors with last sale prices of NYSE 
listed securities (Network A) are the Midwest Stock Ex- 
change and Pacific Stock Exchange and both have in- 
formed me, as reported in my letter, that they intend to 
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continue to supply directly to Vendors their last sale 
prices until the high speed line becomes available. 


There is nothing in the form of agreement we are develop- 
ing for CTA which will have any effect on the independent 
Midwest Stock Exchange and Pacific Stock Exchange con- 
tractual provisions with vendors. Both of these exchanges 
have indicated that they expect their current agreements 
to continue until they discontinue their individual tickers. 


Question 5. Why is resolution of the contractual Problems 
between the CTA and vendors of market information con- 
tingent upon issuance by the Commission of a release clari- 
fying vendor obligations under the Plan ard under Ru’ 
17a-15, and within what period after issuance of such 4 
release (if issued) would full implementation of Phase «+ 

of the Plan be realized? Please explain whether, and to what 
degree, failure to resolve outstanding contractual problems 
between the CTA and vendors is delaying or will delay de- 
velopment of SIAC’s high speed line capacity and testing 
of that capacity. 


* + 


Resolution of the contractual problems between CTA and 
Vendors was considered to be contingent upon the long- 
awaited issuance by the Commission of a release clarifying 
the Vendor obligations for the simple reason that the con- 
tract included language, such as the provision requiring a 
particular display by interrogation devices, which was in- 
cluded because it was mandated by the Plan. In addition, 

it was felt that if the Commission was going to insist that 
Vendors of interrogation devices receive the last sale 

prices by high speed line (as was thought to be a possibility 
at one time), then the contract between the CTA Partici- 
\pants and the Vendor should not provide for the furnishing 
of consolidated last sale prices for purposes of interroga- 
tion devices by means of a low speed line. 


These matters have now been resolved partly as discussed 
above under Question 4 and, as to the balance, because we 
have now been told by the Commission staff that it is not 
expected that the Commission will insist that Vendors of 
interrogation devices receive consolidated last sale prices 

by means of a high speed line. Rather, we understand, the 
Commission will permit this matter to be optional with the 
Vendor and consequently we are proposing in our contract 
with Vendors to so provide. As a result of our recent dis- 
cussions with the Commission staff, we believe we can now 
send to the Vendors complete contracts ready for execution 
relating to Network A consolidated prices, whether to be 


received through interrogation devices or tape display de- 
vices, 


Please feel free to contact me if you have an additional 
questions related to the above or any other CTA matters. 


Sincerely, 

Francis J. Palamara 

Chairman 

Consolidated Tape Association 


By the Commission. 








4 George A. Fitzsimmons 
\ Secretary 


1/ See Securities Exchange Act Release No. 11273 (March 
3, 1975). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11390/May 1, 1975 


The Securities and Exchange Commission today announced 
pursuant to Section 15(c)(5) of the Securities Exchange 
Act of 1934 (Exchange Act), the temporary suspension 

of over-the-counter trading in the securities of Dowdle 

Oil Corporation (Dowdle) of Midland, Texas, for the ten- 
day period commencing at 1:00 p.m. (EDT), May 1, 1975, 
and terminating at midnight (EDT), May 10, 1975. 


The suspension was initiated because of the unavailability 

of adequate and accurate information about the company, 
its financial condition and operations, as well as questions 

which arose concerning the accuracy of recently published 
financial statements of Dowdle. 


Previously filed Forms 10-O for the periods ending June 30, 
1974 and September 30, 1974, each reflected a profit re- 
sulting from the sale of overriding royalty interests in 

shale oil leases by Dowdle. The sale was not consummated 
and adjustments to the financial data contained in the pre- 
viously filed Form 10-Q’s resulted in net losses for those 
periods rather than the profits previously reported. 


Furthermore, the financial portion of Dowdle’s annual 
report on Form 10-K for the period ended December 31, 
1974, has not been filed. 


The Commission cautions broker-dealers, shareholders, and 
prospective purchasers that they should consider carefully 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that pursuant to Rule 15c2-11 under the Exchange 
Act, no quotation may be entered unless and until they 
have strictly complied with all of the provisions of said 
rule. If any broker or dealer has any questions as to 
whether or not he has complied with said rule, he should 
not enter any quotation but immediately contact the Se- 
curities and Exchange Commission, Division of Enforce- 
ment, in Washington, D. C. If any broker or dealer is un- 
certain as to what is required by Rule 15c2-11, he should 
refrain from entering quotations relating to the securities 
in question until such time as he has familiarized himself 
with said rule and is certain that all of its provisions have 
been met. If any broker or dealer enters any quotation 
which is in violation of said rule, the Commission will 
consider the need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11391/May 1, 1975 
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The Securities and Exchange Commission announced a 
suspension of trading pursuant to Sections 15(c)(5) and 
19(a)(4) of the Securities Exchange Act of 1934 in all 
the securities of General Refractories Company for a 
ten-day period May 2, 1975 through May 11, 1975. 


The Commission initiated the suspension of trading in the 
securities of General Refractories Company on April 22, 
1975 because of the unavailability of current accurate 
information concerning business transactions conducted 
by General Refractories with a principal European stock- 
holder and companies under his control and because of 
questions concerning the identity of that stockholder 

and the extent of his holdings. This initial suspension by 
the Commission expires on May 1, 1975. 


See Exchange Act Release No. 11366 for additional in- 
formation. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11392/May 1, 1975 


The Securities and Exchange Commission announced 
pursuant to Sections 15(c)(5) and 19(a)(4) of the Se- 
curities Exchange Act of 1934 (“Exchange Act”’) the 
temporary suspension of exchange and over-the-coun- 
ter trading for a ten-day period commencing at 1:00 
p.m. (EDT) on May 1, 1975 and terminating at mid- 
night (EDT) on May 10, 1975 of all securities of the 
following issuers which have failed to file with the 
Commission the indicated reports: 


D. C. TRANSIT SYSTEMS, INC., a Delaware corpora- 
tion, located in Washington, D. C. (10-K annual report 
for the fiscal year ended December 31, 1974) listed 
for trading on the PBW Stock Exchange. 


VALLEY FORGE CORPORATION, a Georgia corpor- 
ation, located in Valley Forge, Pennsylvania (10-K an- 
nual report for the fiscal year ended December 31, 
1974) traded over-the-counter. 


The Commission initiated the subject suspensions be- 
cause the subject issuers failed to comply with the re- 
porting provisions of the Exchange Act resulting in the 
lack of current and accurate information available to 
the public. 


The Commission cautions broker-dealers, shareholders 
and prospective purchasers that they should consider 
carefully the foregoing information along with all other 
currently available information subsequently issued by 
the company. 


Fruthermore, brokers and dealers should be alert to the 

fact that pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the suspension, no quotation may 
be entered unless and until they have strictly complied with 
all of the provisions of said rule. If any broker or dealer has 
any questions as to whether or not he has complied with 
said rule, he should not enter any quotation but immediate- 
ly contact the staff of the Securities and Exchange Commis- 
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sion, Division of Enforcement in Washington, D. C. If any 
broker or dealer is uncertain as to what is required by Rule 
15c2-11, he should refrain from entering quotations re- 
lating to the securities in question until such time as he 
has familiarized himself with said rule and is certain that 
all of its provisions have been met. If any broker or dealer 
enters any quotation which is in violation of said rule, the 
Commission will consider the need for prompt enforce- 
ment action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11393/May 2, 1975 


INVESTMENT COMPANY ACT OF 1940 
Release No. 8778/May 2, 1975 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 458/May 2, 1975 


The Securities and Exchange Commission has ordered ad- 
ministrative proceedings under the Securities Exchange 
Act of 1934 (‘Exchange Act’’), the Investment Company 
Act of 1940 (“Investment Company Act”) and the In- 
vestment Advisers Act of 1940 (“Investment Advisers 
Act") against Investors Research Corporation (‘Investors 
Research”), an investment adviser located in Kansas City, 
Missouri; James E. Stowers (““Stowers’’), president, direc- 
tor and majority shareholder of Investors Research; Mullan- 
ey, Wells and Company (“Mullaney Wells’’), a Chicago 
broker-dealer; Richard H. Driehaus (‘Driehaus’) an offi- 
cer, director and shareholder of Mullaney Wells; and Olde 
and Company, Inc. (““Olde’’), a Detroit broker-dealer. 


These proceedings are based upon allegations by the Com- 
mission’s staff that respondents Investors Research and 
Stowers willfully violated and respondents Mullaney 
Wells, Driehaus and Olde willfully aided and abetted 
violations of the affiliated transaction provisions of the 
Investment Company Act; that respondents Investors 
Research, Stowers, Mullaney Wells, Driehaus, and Olde 
willfully violated and willfully aided and abetted viola- 
tions of the antifraud provisions of the Securities Act 

of 1933 and the Exchange Act; that respondent Investors 
Research willfully violated and respondents Stowers, 
Mullaney Wells, Driehaus and Olde willfully aided and 
abetted violations of the antifraud provisions of the In- 
vestment Advisers Act. 


In addition, the order alleges that respondents Mullaney 
Wells and Olde willfully violated and respondent Drie- 
haus willfuliy aided and abetted violations of the provi- 
sions of the Exchange Act relating to the maintenance 
and preservation of books and records. 


A hearing will be scheduled by further order to take 
evidence on the staff's allegations and to afford the re- 
spondents an opportunity to offer any defenses thereto, 
and for the purpose of determining whether the allega- 
tions are true and, if so, whether any action of a re- 
medial nature is necessary or appropriate in the public 
interest. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 11394/May 2, 1975 


Admin. Proc. File No. 3-4466 
In the Matter of 


WILLIAM NORTON & CO., INC. 
120 Wall Street 
New York, New York 


(8-11821) 
ORDER DISCONTINUING PROCEEDINGS 


William Norton & Co.,,Inc. was formerly registered with 
this Commission as a broker and dealer. But it withdrew 
that registration before these proceedings were instituted 
against it and its controlling persons. Moreover, those 
persons, William Norton and his wife Elinore, have re- 
cently been barred from association with any broker or 
dealer. 1/!n these circumstances we agree with the firm 
and with our Division of Enforcement that further pro- 
ceedings with respect to the firm are inappropriate. 


Accordingly, 1T 1S ORDERED that these proceedings 
be, and they hereby are, discontinued with respect to 
William Norton & Co., Inc. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ William Norton and Elinore Norton, Securities Ex- 
change Act Release No. 11344 (April 22, 1975). 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18951/April 25, 1975 


In the Matter of 


OHIO EDISON COMPANY 
Akron, Ohio 44308 


(70-5640) 


ORDER AUTHORIZING PROPOSED ACQUISITION OF 
ACITY ELECTRIC SYSTEM 


Ohio Edison Company (“Ohio Edison”), an electric utility 
company and a registered holding company, has filed an 


f \kpplication and an amendment thereto with this Commis- 


sion pursuant to Sections 9(a)(1) and 10 of the Public Util- 
ity Holding Company Act of 1935 (“’Act’’), regarding the 
following proposed transactions. 


Ohio Edison proposes to acquire the electrical system (“sys- 
tem”’) of the City of East Palestine, Ohio (“City’’). It is 
stated that on January 27, 1975, Ohio Edison and the City 
entered into an agreement, subject to receipt of required 
regulatory approvals, providing for the conveyance by the 
City and purchase by Ohio Edison of certain property con- 
stituting the electric system of the City and providing for 
the right to use certain other property essential to the oper- 
ation of the system by Ohio Edison. The system to be ac- 
quired is presently being used to serve approximately 
2,900 customers and includes, among other facilities, 

four steam generating units, a diesel generator, 750 trans- 
formers, a substation, 658 street lights, 45.5 miles of pri- 
mary wire and 30.7 miles of secondary wire. 


It is stated that the city advertised the sale of the system 
to the highest and best bidder and that Ohio Edison sub- 
mitted a bid of $3,080,000 plus the cost to the city of 
net additions to the system since March 31, 1973. It is 
further stated that Ohio Edison’s bid was accepted on 
November 25, 1974, and that there were no other bids. 
Ohio Edison states that it predicated the amount of its 
bid on its estimate of the present value to Ohio Edison 
of the property to be purchased. 


Upon acquisition by Ohio Edison, it is proposed that the 
system be operated for a time by Ohio Edison to serve the 
city’s customers. Ohio Edison also proposes to make the 
changes necessary to permit service to be furnished to the 
City and its customers from Ohio Edison’s own distribu- 
tion system. It is estimated that the work required to 
make the initial connection between the city distribution 
system and Ohio Edison’‘s system will take approximately 
two years, after which operation of the city generating 
plant will be eventually discontinued. It is stated that the 
city is surrounded by an area presently being served by 
Ohio Edison. 


Ohio Edison estimates that for the first full year ot opera- 
tion by it beginning April 1, 1975, the operating revenue 
from the system would be approximately $1,400,000 
based upon an estimated sale of 36,400,000 KWH. This 
compares with approximately $641,307 in revenue in 1974 
based on 30,680,000 KWH sales, excluding certain service 
to municipal accounts. Ohio Edison states it has not made 
any detailed estimate of net operating income to be de- 
rived from the system as the investment involved would 
not warrant the work and expense involved in making 

such an estimate. Ohio Edison anticipates, however, that 
the system will soon be operated as a part of its integrated 
system and that the costs of and income from the property 
should be comparable to its other similar operations. 


Ohio Edison states that the rates to be charged by it will 
be the rates specified in the bid for the property, this 
being formerly the rates for retail service in comparable 
communities. Ohio Edison states that the substitution of 
its service will result in no substantial change in the bills 
of the customers to be served, as the City has recently 
adopted substantially the same rates as the rates Ohio Ed- 
ison will charge. 
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The property to be acquired will be recorded on Ohio Edi- 
son‘s books on the basis of the properties’ cost, to the ex- 
tent the original cost can be determined. The difference, if 
any, between the purchase price of such property and such 
original cost will be treated in accordance with the account- 
ing regulations of the Federal Power Commission and the 
Public Utilities Commission of Ohio. 


The Public Utilities Commission of Ohio and the Federal 
Power Commission have jurisdiction over certain accounting 
matters in connection with the proposed transaction. No 
other state or federal commission, other than this Commis- 
sion, has jurisdiction over the proposed transaction. 


Due notice of the filing of saic application has been given 
in the manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 18905), ana no nearing has been request- 
ed of or ordered by the Commission. Upon the basis of the 
facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satisfied 
and that no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of in- 
vestors and consumers that said application, as amended, 
be granted. 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application, as 
amended, be, and it hereby is, granted, subject to the 
terms and conditions prescribed in Rule 24 promulgated 
under the Act. 


For the Commission, by the Division of Corporate Regula- 


tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18952/April 28, 1975 


In the Matter of 


GENERAL PUBLIC UTILITIES CORPORATION 
New York, New York 10005 


(70-5464) 


SUPPLEMENTAL ORDER REGARDING EXTENSION 
OF TIME WITHIN WHICH TO MAKE CASH CAPITAL 
CONTRIBUTIONS TO SUBSIDIARY COMPANIES 


General Public Utilities Corporation (“GPU”), a registerea 
holding company, has filed with this Commission a post- 
effective amendment to its declaration previously filed 

in this matter pursuant to Section 12(b) of the Public 
Utility Holding Company Act of 1935 (“‘Act’’) and Rule 
45 promulgated thereunder regarding the following pro- 
posed transaction. 


By orders dated April 2, 1974, August 7, 1974 and De- 
cember 31, 1974 (HCAR Nos. 18358, 18522 and 18747), 
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this Commission authorized GPU to make cash capital con- 
tributions to its public utility subsidiary companies until 


April 30, 1975, in an aggregate amount not to exceed $125,- 


000,000 with no subsidiary receiving more than $100,000,- 
000 of the total. 


It is now proposed that GPU be granted an eight month 
extension until December 31, 1975, of the authority to 
effect such transactions as granted by the previous orders. 
Through April 22, 1975, GPU has made cash capital con- 
tributions aggregating $92,615,000, as follows: 


Jersey Central Power & Light Company, $39,000,000 
Metropolitan Edison Company, $53,500,000 
Pennsylvania Electric Company, --- 

Waterford Electric Light Company, $115,000 


Total: $92,615,000 


No fees or expenses are to be incurred in connection with 
the proposed transaction. No state commission and no 
federal commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are neces- 
sary; and that it is appropriate in the public interest and in 
the interest of investors and consumers that said declara- 
tion, as amended by said post-effective amendment, be per- 
mitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, as 
amended by said post-effective amendment be, and it 
hereby is, permitted to become effective forthwith, sub- 
ject to the terms and conditions prescribed in Rule 24 pro- 
mulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 


tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18953/April 28, 1975 


In the Matter of 

OHIO POWER COMPANY 
301 Cleveland Avenue, S. W. 
Canton, Ohio 44701 


(70-5669) 


NOTICE OF PROPOSED ISSUE AND SALE OF CUMULA- 
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TIVE PREFERRED STOCK BY SUBSIDIARY COM- 
PANY 


NOTICE IS HEREBY GIVEN that Ohio Power Company 
(“Ohio”), an electric utility subsidiary company of Ameri- 
can Electric Power Company, Inc., a registered holding 
company, has filed with this Commission an application- 
declaration pursuant to the Public Utility Holding Com- 
pany Act of 1935 (“Act”), designating Sections 6(b) and 
12(c) and Rules 42(b) and 50 promulgated thereunder 

as applicable to the proposed transactions. All interested 
persons are referred to the application-declaration, which 
is summarized below, for a complete statement of the 
proposed transactions. 


Ohio proposes to issue andi sell, subject to the competitive 
bidding requirements of Rule 50 under the Act, up to 
400,000 shares of a new series of its cumulative preferred 
stock, par value $100 per share. The dividend rate (which 
will be a multiple of .04 of 1%) and the price to be paid 
to Ohio (which shall not be less than $100 per share or 
more than $102.75 per share) will be determined by com- 
petitive bidding. Prior to June 1, 1980, none of the shares 
of the preferred stock may be redeemed if such redemp- 
tion is for the purpose of refunding such share, directly or 
indirectly, through the incurring of debt or the issuance 

of stock ranking equally with or prior to the cumulative 
preferred stock at an interest or dividend cost less than the 
dividend cost to Ohio of the preferred stock. The terms of 
the cumulative preferred stock will also include a sinking 
fund provision requiring Ohio to retire 5% of the shares 
annually beginning June 1, 1980. Ohio proposes to 

amend its amended articles of incorporation to provide 

for the new class of cumulative preferred stock. 


Proceeds of the sale of stock are to be applied to the pay- 
ment of unsecured short-term indebtedness of Ohio, in- 
cluding the financing of part of the Company’s construc- 
tion program for the year 1975. As of March 26, 1975, 
there were notes payable to banks and commercial paper 
outstanding in the amount of $206,000,000, and it is ex- 
pected that at the time of the issuance and sale of the 
stock, an aggregate amount of commercial paper and notes 
to banks estimated at approximately $215,000,000 will 

be outstanding. Ohio estimates that the cost of its con- 
struction program for 1975, exclusive of costs in connec- 
tion with a plant being constructed by a wholly-owned sub- 
sidiary, is approximately $120,000,000. 


It is stated that The Public Utilities Commission of Ohio 
has jurisdiction over the proposed issue and sale of the 
stock and that no other state commission and no federal 
commission, other than this Commission, has jurisdiction 
over the proposed transactions. Fees and expenses to be 
incurred by Ohio in connection with the proposed trans- 
actions will be supplied by amendment. 


NOTICE iS FURTHER GIVEN that any interested person 
may, not later than May 20, 1975, request in writing that 
a hearing be held on such matter, stating the nature of his 
interest, the reasons for such request, and the issues of 
fact or law raised by said application-declaration which 

he desires to controvert; or he may request that he be no- 
tified if the Commission should order a hearing thereon. 
Any such request should be addressed: Secretary, Securi- 
ties and Exchange Commission, Washington, D. C. 20549. 


A copy of such request should be served personally or by 
mail (air mail if the person being served is located more than 
500 miles from the point of mailing) upon the applicant- 
declarant at the above-stated address, and proof of service 
(by affidavit or, in case of an attorney at law, by certificate) 
should be filed with the request. At any time after said date, 
the application-declaration, as filed or as it may be amended, 
may be granted and permitted to become effective as pro- 
vided Rule 23 of the General Rules and Regulations promul- 
gated under the Act, or the Commission may grant exemp- 
tion from such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem appropri- 
ate. Persons who request a hearing or advice as to whether 

a hearing is ordered will receive any notices and orders 
issued in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18954/April 28, 1975 


In the Matter of 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
P. O. Box 201 
Tulsa, Oklahoma 74102 


(70-5666) 


NOTICE OF PROPOSED ISSUE AND SALE OF FIRST 
MORTGAGE BONDS AT COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Public Service Company 
of Oklahoma (“PSO”), an electric utility subsidiary com- 
pany of Central and South West Corporation, a registered 
holding company, has filed an application-declaration with 
this Commission pursuant to the Public Utility Holding 
Company Act of 1935 (“Act’’) designating Sections 6 

and 7 of the Act and Rule 50 promulgated thereunder as 
applicable to the proposed transactions. All interested per- 
sons are referred to the application-declaration, which is 
summarized below, for a complete statement of the pro- 
posed transactions. 


PSO proposes to issue and sell, pursuant to the competitive 
bidding requirements of Rule 50 under the Act, $50,000,- 
000 principal amount of its First Mortgage Bonds, Series 
N, %, due not later than June 1, 2005 (“bonds”). The 
interest rate (which shall be a multiple of 1/8 of 1%) and 
the price (which will not be less than 99% nor more than 
102.75% of the principal amount of the bonds, exclusive 
of accured interest to be added to the price) will be de- 
termined by the competitive bidding. The bonds will be 
issued under the Indenture of Mortgage or Deed of Trust 
dated July 1, 1945 to The First National Bank and Trust 
Company of Tulsa, as Trustee, as amended (“indenture”), 
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and as to be further amended by a proposed supplemental 
indenture to be dated June 1, 1975 (“supplemental inden- 
ture”). 


Among other things, the supplemental indenture contains 
provisions amending the indenture with respect to formu- 
las used for computing earnings available for interest cover- 
age and renewal fund and dividend restriction provisions. 
It is stated that since the indenture does not contain bond- 
holder consent provisions with respect to series of bonds 
created prior to January 1, 1974, these indenture amend- 
ments could probably not be made effective until Janu- 
ary 1, 2004. The supplemental indenture also provides 
that none of the bonds may generally be redeemed at the 
option of PSO prior to June 1, 1980, if such redemption 

is for the purpose of refunding or is in anticipation of the 
refunding of the bonds through the use of funds borrowed 
at an interest cost less than the interest cost of the bonds. 
If the bonds mature on or before June 1, 1982, the bonds 
will not have a sinking fund. 


Proceeds to be obtained from the sale of the bonds will be 
used (i) to retire at maturity $22,500,000 of PSO’s out- 
standing First Mortgage Bonds, Series A, 2-3/4%, due July 
1, 1975, and (ii) to the extent of any remaining proceeds, 
to repay short-term borrowings incurred or expected to 
be incurred to finance construction expenditures. It is 
expected that approximately $32,000,000 of short-term 
borrowings will be outstanding at the date of the issuance 
of the bonds. 


Fees and expenses to be incurred in connection with the 
proposed transaction are estimated at $105,000, includ- 
ing legal fees of $12,500 and accountants’ fees of $12,- 
000. Fees and expenses of counsel to the successful bid- 
ders are estimated at $13,500, and will be paid by the 
successful bidders. It is stated that the Corporation Com- 
mission of Oklahoma has jurisdiction over the proposed 
transaction and that no other state commission and no 
federal commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than May 28, 1975, request in writing 
that a hearing be held on such matter, stating the nature 
of his interest, the reasons for such request, and the issues 
of fact or law raised by said application-declaration, which 
he desires to controvert; or he may request that he be no- 
tified if the Commission should order a hearing thereon. 
Any such request should be addressed: Secretary, Securi- 
ties and Exchange Commission, Washington, D. C. 20549. 
A copy of such request should be served personally or 

by mail (air mail if the person being served is located more 
than 500 miles from the point of mailing) upon the appli- 
cant-declarant at the above-stated address, and proof of 
service (by affidavit or, in case of ari attorney at law, by 
certificate) should be filed with the request. At any time 
after said date, the application-declaration, as filed or as 

it may be amended, may be granted and permitted to be- 
come effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the Com- 
mission may grant exemption from such rules as provided 
in Rules 20(a) and 100 thereof or take such other action 
as it may deem appropriate. Persons who request a hearing 
or advice as to whether a hearing is ordered will receive 
any notices and orders issued in this matter, including the 
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date of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate Regu- 


lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18955/April 29, 1975 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
Two Eighty Park Avenue 
New York, New York 10017 


(70-5366) 


SUPPLEMENTAL ORDER AUTHORIZING INCREASE 
IN AMOUNT OF AUTHORIZED BANK BORROWINGS 


Middle South Utilities, Inc., (“Middle South”), a registered 
holding company, has filed a sixth post-effective amend- 
ment to its declaration in this proceeding pursuant to Sec- 
tions 6(a) and 7 of the Public Utility Holding Company 
Act of 1935 (“Act”), with respect to the following trans- 
actions. 


By order dated August 24, 1973 (HCAR No. 18065), the 
Commission authorized Middle South to issue and sell its 
unsecured promissory notes in an aggregate amount not 
to exceed $30,000,000 outstanding at any one time under 
a $135,000,000 revolving credit agreement (“Credit Agree- 
ment”) with a group of 7 commercial banks headed by 
Manufacturers Hanover Trust Company of New York 
(“Banks”). Middle South now proposes to make addition- 
al borrowings from the Banks in the aggregate of $85,000,- 
000. The proportions in which the borrowing will be 
made, the interest rate, the maturity date, the form of 
note, and all other therms and conditions of the borrowing 
will be the same as those terms and conditions set forth in 
the Credit Agreement and the original filing herein, hereto- 
fore described and authorized in the Commission order 
dated August 24, 1973. 


The proceeds of the additional notes to banks will be used 
to purchase 2,400,000 shares of common stock of Arkan- 
sas Power & Light Company aggregating $30,000,000; 
5,512,000 shares of common stock of Louisiana Power 

& Light Company aggregating $35,000,000; and 20,000 
shares of common stock of Middle South Energy, Inc., 
from time to time through June 30, 1975, aggregating 
$20,000,000 (File Nos. 70-5638, 70-5645, and 70-5647, 
respectively). 


Middle South reaffirms its intention to reduce the princi- 
pal amount of notes payable outstanding through the issu- 
ance of additional shares of its common stock. The issu- 
ance of such additional common stock will be the subject 
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of a future filing before the Commission. Any future bor- 
rowings under the Credit Agreement will be subject to 
subsequent filings with and approval by the Commission. 


No State or Federal commission, other than this Commis- 
sion, has jurisdiction, over the proposed transaction. 


Due notice of the filing of said post-effective amendment 
has been given in the manner prescribed in Rule 23 promul- 
gated under the Act (HCAR No. 18909), and no hearing 

has been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules thereunder 
are satisfied and that no adverse findings are necessary; 

and that it is appropriate in the public interest and in the 
interest of investors and consumers that said declaration 

as now amended be, permitted to become effective: 


IT iS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said delcaration as 
now amended be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regu- 


lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





* PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18956/April 29, 1975 


In the Matter of 


APPALACHIAN POWER COMPANY 
Roanoke, Virginia 24009 


INDIANA & MICHIGAN ELECTRIC COMPANY 
Fort Wayne, Indiana 46801 


AMERICAN ELECTRIC POWER COMPANY, INC. 
New York, New York 10004 


(70-5338) 


ORDER AUTHORIZING ISSUE AND SALE OF COM- 
MON STOCK BY SUBSIDIARY TO HOLDING COMPANY 
AND CAPITAL CONTRIBUTIONS TO SUBSIDIARY 


American Electric Power Company, Inc., (“AEP”), a regis- 
tered holding company, and Appalachian Power Company 
(“Appalachian”’) and Indiana & Michigan Electric Com- 
pany (“1&M’), its subsidiary electric utility companies, 

have filed with this Commission a post-effective amendment 
to the application-declaration in this proceeding pursuant 

to Sections 6(b), 9(a), 10, 12(b) and 12(f) of the Public 
Utility Holding Company Act of 1935 (“‘Act’’) and Rules 
43 and 50(a)(3) promulgated thereunder regarding the 

f {qfcllowing proposed transactions. 


By orders dated June 29, 1973 and October 8, 1974 (Hold- 
ing Company Act Release Nos. 18013 and 18597), this 
Commission, among other things, authorized AEP to make 
cash capital contributions from time to time prior to June 
30, 1975, to 1&M up to $100,000,000. It is now proposed 
that AEP be permitted to increase contributions to 1&M 

to a total amount of $125,000,000. 


It is also proposed that AEP make additional investment 
in the equity of Appalachian in the form of the purchase 
from time to time prior to June 30, 1975 of a total of 
750,000 shares of common stock, no par value, of Appa- 
lachian for a consideration of $40 a share, or a total con- 
sideration of $30,000,000. As of March 7, 1975, Appa- 
lachian had 30,000,000 shares of its common stock auth- 
orized of which there were outstanding 9,937,000 shares. 


The proceeds from the capital contributions and the sale 
of common stock are to be used by 1&M and Appalachian 
to finance their construction programs and for the pay- 
ment of short-term notes issued in connection therewith. 
1&M and Appalachian estimate construction expenditures 
for 1975 at $80,000,000 and $140,000,000 respectively. 
The State Corporation Commission of Virginia, the Pub- 
lic Service Commission of West Virginia and the Public 
Service Commission of Tennessee have authorized the pro- 
posed issue and sale by Appalachian of its common stock 
to AEP. No other state commission and no federal com- 
mission, other than this Commission, has jurisdiction over 
the proposed transactions. 


Due notice of the filing of said application-declaration 

has been given in the manner prescribed in Rule 23 promul- 
gated under the Act (HCAR No. 18895). Upon the basis 

of the facts in the record, it is hereby found that the ap- 
plicable standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; and 
that it is in the public interest and in the interest of invest- 
ors and consumers that said application-declaration, as 
amended by said post-effective amendment, be, and it 
hereby is, granted and permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended by said post-effective amend- 
ment, be, and it hereby is, granted and permitted to be- 
come effective forthwith, subject to the terms and con- 
ditions prescribed in Rule 24 promulgated under the 
Act. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18957/April 29, 1975 


In the Matter of 
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EASTERN UTILITIES ASSOCIATES 
Boston, Massachusetts 02107 


BROCKTON EDISON COMPANY 
Brockton, Massachusetts 02403 


MONTAUP ELECTRIC COMPANY 
Fall River, Massachusetts 02722 


(70-5652) 


ORDER AUTHORIZING PROPOSED (1) INCREASE 
OF SUBSIDIARIES’ CAPITAL STOCK, (2) ISSUE AND 
SALE OF ONE SUBSIDIARY’S STOCK TO HOLDING 
COMPANY, (3) ISSUE AND SALE OF ONE SUBSIDI- 
ARY’S STOCK TO A SECOND SUBSIDIARY AND 

(4) PLEDGE OF ADDITIONAL SUBSIDIARY STOCK 
TO HOLDING COMPANY INDENTURE TRUSTEE 


Eastern Utilities Associates (““EUA”), a registered holding 
company, and two of its electric utility subsidiary compan- 
ies, Brockton Edison Company (“Brockton”) and Montaup 
Electric Company (““Montaup”), have filed an application- 
declaration, and an amendment thereto, with this Com- 
mission pursuant to Sections 6, 7, 9, 10 and 12(f) of the 
Public Utility Holding Company Act of 1935 (“Act’’) 

and Rules 43 and 44 promulgated thereunder regarding the 
following proposed transactions. 


Brockton proposes to increase its capital stock by 
$15,000,000 consisting of 600,000 additional shares of 
its common stock, par value $25.00 per share and to 
sell such additional shares to EUA at par value. This 
additional common stock will be pledged by EUA to 
The First National Bank of Boston as Trustee under 
EUA’s Indenture and Deed of Trust dated as of October 
1, 1953, as supplemented. 


Montaup proposes to increase its capital stock by $7,- 
700,000, consisting of 77,000 additional shares of its 
common stock, par value $100 per share, and to sell such 
additional shares to Brockton at par value. 


Proceeds to Brockton form the sale of its stock to EUA 
will be applied to the repayment of open account ad- 
vances from EUA in the amount of $7,300,000 and to 
purchase the additional Montaup stock. Proceeds to Mon- 
taup from the sale of its stock to Brockton will be applied 
to payment of notes previously issued by Montaup to EUA 


pursuant to prior Commission approval (HCAR No. 18739). 


The proposed issue and sale of the additional Brockton 


stock and the proposed issue and sale of the additional Mon- 


taup stock and the acquisition thereof by Brockton have 
been authorized by the Department of Public Utilities of 
the Commonwealth of Massachusetts. The Public Utilities 
Zommission of the State of Connecticut has waived the 
‘equirement of its approval over the proposed issue and 
sale of the Montaup stock. No other state commission 
and no federal commission, other than this Commission, 
has jurisdiction over the proposed transactions. The re- 
cord is incomplete with respect to fees and expenses to 
be incurred in connection with the proposed transactions. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 pro- 
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mulgated under the Act (HCAR No. 18878), and no hearing 
has been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules thereunder 
are satisfied and that no adverse findings are necessary; and 
that it is appropriate in the public interest and in the inter- 
est of investors and consumers that said application-declara- 
tion, as amended, be granted and permitted to become effec- 
tive: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as amended, be, and it hereby is, granted and permitted 
to become effective forthwith, subject to the terms and con- 
ditions prescribed in Rule 24 promulgated under the Act, 
and subject further to the reservation of jurisdiction order- 
ed below: 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to fees and expenses to be 
incurred in connection with the proposed transactions. 


For the Commission, by the Division of Corporate Regula 


tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18958/April 29, 1975 


In the Matter of 


AMERICAN NATURAL GAS COMPANY 
AND ITS SUBSIDIARY COMPANIES 
New York, New York 


(70-5460) 


SUPPLEMENTAL ORDER CONCERNING ACQUISITION 
OF LEASES BY NON-UTILITY SUBSIDIARY COMPANY 


American Natural Gas Company (“American Natural”), a 
registered holding company, and its wholly-owned non- 
utility subsidiary company, American Natural Gas Pro- 
duction Company (“Production Company”), together 
with American Natural’s other subsidiary companies, have 
filed with the Commission a post-effective amendment to its 
previously amended application-declaration pursuant to 
Sections 6, 7, 9, 10 and 12(f) of the Public Utility Hold- 
ing Company Act of 1935 (““Act’’) and Rules 43, 45, and 
50 promulgated thereunder regarding the following pro- 
posed transaction. 


By order dated March 15, 1974 (HCAR No. 18324), Pro- 
duction Company was authorized to issue and sell term 
loan notes to banks in an amount not to exceed $40 
million and shares of its common stock to American Na- 
tural in an amount up to $60 million. American Natural 
was authorized to raise funds for the investment from 
bank loans due April 29, 1975. The order further author- 
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ized Production Company to use the proceeds of the fi- 
nancings to acquire lease interests, whether by competitive 
bidding or by subsequent direct purchase from other suc- 
cessful bidders, in the offshore areas in the Gulf of Mexico. 
The original authorization expired December 1, 1974, but 
was extended to April 29, 1975 by a supplemental order 
dated December 17, 1974 (HCAR No. 18715). 


Under these authorizations, Production Company has been 
successful in acquiring a working interest in 13 offshore 
blocks at a cost of $39,148,686. It has issued and sold 
$16,200,000 of term loan notes and 245,250 shares of 

its common stock fer $24,525,000 for this purpose. Amer- 
ican Natural has obtained new lines of credit from banks 
and is requesting authority to make additional investments 
up to $20 million in Production Company in a related fil- 
ing (File No. 70-5633). 


In order to enable Production Company to participate in 
lease bids in offshore Texas and Louisiana scheduled or to 
be scheduled later in 1975, the applicants-declarants now 
request authority to utilize unused borrowing capacity, 
previously authorized by the Commission, until December 
31, 1975. All other terms of the Commission’s prior 
authorization will remain unchanged. 


No new fees, commissions or expenses have been incurred 
in connection with this post-effective amendment. No 
State commission, and no Federal commission, other than 
this Commission, has jurisdiction over the proposed trans- 
action. 


Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
\ thereunder are satisfied and that no adverse findings are 


» necessary; and that it is appropriate in the public inter- 


est and in the interest of investors and consumers that 
said post-effective amendment to the previously amended 
application-declaration be granted and permitted to be- 
come effective: 


IT IS ORDERED, pursuant to the applicable provisions 

of the Act and rules thereunder, that said post-effective 
amendment to the previously amended application-declar- 
ation be, and it hereby is, granted and permitted to be- 
come effective forthwith, subject to the terms and condi- 
tions prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regu- 


lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18959/April 30, 1975 


In the Matter of 


LLEGHENY POWER SYSTEM, INC. 
Park Avenue 


New York, New York 10022 


MONONGAHELA POWER COMPANY 
1310 Fairmont Avenue 
Fairmont, Virginia 26554 


THE POTOMAC EDISON COMPANY 
Downsville Pike 
Hagerstown, Maryland 21740 


WEST PENN POWER COMPANY 
Cabin Hill 
Greensburg, Pennsylvania 15601 


(70-5655) 


ORDER AUTHORIZING ISSUE AND SALE OF COM- 
MON STOCK BY SUBSIDIARIES TO PARENT AND A 
CAPITAL CONTRIBUTION BY PARENT TO SUBSIDI- 
ARY AND A PROPOSED AMENDMENT OF ARTICLES 
OF INCORPORATION OF SUBSIDIARIES TO INCREASE 
AUTHORIZED SHARES OF COMMON STOCK 


Allegheny Power System, Inc. (““APS”), a registered hold- 
ing company, and three of its public-utility subsidiary 
companies, Monongahela Power Company (‘“Mononga- 
hela’), The Potomac Edison Company (“PE”), and West 
Penn Power Company (“West Penn”), have filed an appli- 
cation-declaration and amendments thereto with this Com- 
mission pursuant to Sections 6, 7, 9, 10 and 12 of the Pub- 
lic Utility Holding Company Act of 1935 (““Act”’), and 
Rule 50(a)(3) promulgated thereunder regarding the 
following proposed transactions. 


APS proposes to acquire additional shares of common 
stock of Monongahela and PE and to make a further 
investment in the equity of West Penn by means of a 
capital contribution, in the amounts not to exceed those 
set forth in the table below, from time to time prior to 
December 31, 1975. 


Subsidiary and No. of Cash 

Title of Issue _ Shares Consideration 
Monongahela 

Common Stock - $50 par 300,000 $15,000,000 
PE 

Common Stock - no par 500,000 $10,000,000 
West Penn 

Capital Contributions $15,000,000 


The net proceeds of the issuance and sale of common 
stock by Monongahela and PE and of the cash capital 
contributions to West Penn will be used by each of them 
for their construction programs. For the year 1975, con- 
struction expenditures in the case of Monongahela, PE, 
and West Penn are estimated at $52 million, $34 million, 
and $56 million, respectively. All of the presently out- 
standing common stock of Monongahela, PE, and West 
Penn is owned by APS. 


Monongahela proposes to amend its charter to increase 
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the number of shares of common stock which it is authorized 
to issue from 1,960,000 to 2,960,000 shares. PE proposes to 
amend its charter ‘to increase the number of shares of com- 
mon stock which it is authorized to issue from 4,625,000 
shares to 5,125,000 shares. 


It is estimated that total expenses, including legal fees to 
be incurred by APS, Monongahela, PE, and West Penn, will 
not exceed $3,500. The West Virginia Public Service Com- 
mission and the Ohio Public Utilities Commission in the 
case of Monongahela, and the Virginia State Corporation 
Commission, the Maryiand Public Service Commission, and 
the West Virginia Public Service Commission in the case of 
PE, and the Maryland Public Service Commission as to the 
acquisition of the PE common stock by APS have author- 
ized the proposed transactions. The Pennsylvania Public 
Utility Commission has also registered a Securities Certifi- 
cate with respect to the PE issuance of common stock. It 
is stated that no other state or federal commission, other 
than this Commission, has jurisdiction over the proposed 
transactions. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promul- 
gated under the Act (HCAR No. 18915), and no hearing 
has been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are neces- 
sary; and that it is appropriate in the public interest and 

in the interest of investors and consumers that said appli- 
cation-declaration, as amended, be granted: 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as amended, be, and it hereby is, granted and per- 
mitted to become effective forthwith, subject to the terms 
and conditions prescribed in Rule 24 promulgated under 
the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18960/April 30, 1975 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 
Wilmington, Delaware 


(70-5663) 

ORDER APPROVING ISSUANCE AND SALE OF 
SHORT-TERM NOTES TO BANKS AND TO DEALERS 
IN COMMERCIAL PAPER; EXCEPTION FROM COM- 
PETITIVE BIDDING 


The Columbia Gas System, Inc. (““Columbia’’), a registered 
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holding company, has filed an application-declaration and 
amendment thereto with this Commission pursuant to Sec- 
tion 6(b) of the Public Utility Holding Company Act of 
1935 (““Act’’) and Rule 50(a)(5) promulgated thereunder 
regarding the following proposed transactions. 


Columbia requests that the exemption from the provisions 
of Section 6(a) of the Act afforded to it by the first sentence 
of Section 6(b) thereof, relating to the issue and sale of 
short-term notes, be increased through May 31, 1976, from 
5% to approximately 15% of the principal amount and par 
value of the other securities of Columbia then outstanding 
in order to permit Columbia to have outstanding up to 
$216,000,000 principal amount of proposed short-term 
notes, consisting of bank notes and/or commercial paper, 
Generally, Cc!umbia will make the proceeds from the sale 
of these notes available to its subsidiary companies for 
construction, for the purchase of underground storage 

gas during the summer months, for other miscellaneous 
inventories, and for other short-term requirements, in 
accordance with the terms of Columbia’s filing for intra- 
system financing (File No. 70-5656). 


it is Columbia’s intention to issue and sell commercial 
paper to one or more dealers, and it will continue to do so 
as long as the effective interest rate is less than the effec- 
tive interest cost which Columbia would have to pay to 
banks for an equivalent amount of funds as of the date 

of borrowing, except that, in order to obtain maximum 
flexibility, commercial paper may be issued with a ma- 
turity of not more than 60 days from the date of issue 
with an effective interest cost in excess of such effective 
interest cost on bank borrowings. 


The commercial paper will be in the form of promissory 
notes with maturities not to exceed 270 days and will 
not be prepayable prior to maturity. The actual maturi- 
ties will be determined by market conditions, effective 
interest cost to Columbia, and Columbia’s anticipated cash 
requirements at the time of issue. The commercial paper 
notes will be issued in denominations of not less than 
$50,000 and not more than $5,000,000 and will be sold 
at a discount which will be not in excess of the discount 
rate per annum prevailing at the date of issuance for com- 
mercial paper of the particular maturity and rating. 


It is stated that no commission or fee will be payable in 
connection with the issue and sale of the commercial 
paper notes. Each dealer, as principal, will reoffer such 
notes at a discount rate of 1/8 of 1% per annum less 
than the discount rate to Columbia. The reoffering will 
be made to not more than an aggregate of 200 customers 
of the dealers, such customers to be identified and desig- 
nated in lists (non-public) prepared in advance. No addi- 
tions will be made to the customer lists which will con- 
sist of institutional investors. It is expected that Colum- 
bia’s commercial paper notes will be held by customers 
to maturity, but, if they wish to resell prior thereto, the 
applicable dealer, pursuant to a repurchase agreement, 
will repurchase the notes and reoffer the same to others 
in its specified group of customers. 


Columbia asserts that the commercial paper should be 
excepted from the competitive bidding requirements 
of Rule 50 because the proposed commercial paper 
notes will have a maturity of nine months or less, it is 




















not practical to invite competitive bids for commercial 
paper, and that current rates for commercial paper for 
such prime borrowers as Columbia are published daily 
in financial publications. 


Columbia proposes that up to $156,000,000 of the afore- 
said commercial paper will be converted into short-term 
bank loans on or before May 31, 1976, and Columbia in- 
tends to secure credit lines from a group of 32 banks in 

a maximum aggregate amount of $156,000,000, borrow- 
ings thereunder to be repaid at or before the maturity 
date thereof, May 31, 1976, with cash generated from 
operations. The bank loans will bear interest at the min- 
imum commercial lending rate in effect from time to time 
at Morgan Guaranty Trust Company of New York and 
will be prepayable, in whole or in part, at any time with- 
out penalty. 


It is stated that although banks have not required that 
Columbia maintain minimum compensating balances, it 
has been a policy of Columbia to maintain bank balances 
which on an annual basis are somewhat in excess of 20% 
of its average annual loans. On this basis, the effective 
cost of the bank borrowings (based on a prime rate of 
7-1/4%) would be 9.06% per annum. 


Columbia has also filed with the Commission an applica- 
tion (File No. 70-5661) to sell $50,000,000 of preferred 
stock in May, 1975. Any additional financings which be- 
come necessary will be the subject of future applications 
to this Commission. 


No State commission and no Federal commission, other 
than this Commission has jurisdiction over the proposed 
transactions. 


Due notice of the filing of said application has been given 
in the manner prescribed in Rule 23 promulgated under 
the Act (HCAR No. 18910), and no hearing has been re- 
quested of or ordered by the Commission. Upon the basis 


of the facts in the record, it is hereby found that the appli- 


cable standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; and 
that it is appropriate in the public interest and in the in- 
terest of investors and consumers that said application, 
as amended, be granted: 


IT iS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application, as 
amended, be, and it hereby is, granted effective forth- 
with, subject to the terms and conditions prescribed in 
Rule 24 promulgated under the Act, except that the 
time for filing the certification thereunder with respect 
to the proposed transactions is extended so as to allow 
filing on a quarterly basis. 


For the Commission, by the Division of Corporate Regu- 


lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18961/April 30, 1975 


In the Matter of 


JERSEY CENTRAL POWER & LIGHT COMPANY 
Morristown, New Jersey 07960 


(70-5367) 


ORDER AUTHORIZING PROPOSED AMENDMENTS 
OF FIRST MORTGAGE INDENTURE AND SOLICI- 
TATION OF BONDHOLDERS’ PROXIES 


Jersey Central Power & Light Company (“Jersey Cen- 
tral’’), an electric utility subsidiary company of Gener- 
al Public Utilities Corporation, a registered holding com- 
pany, has filed a declaration and amendments thereto 
with this Commission pursuant to Sections 6(a), 7 and 
12(e) of the Public Utility Holding Company Act of 
1935 (“Act’’) and Rules 62 and 65 promulgated there- 
under regarding the following proposals. 


Jersey Central proposes to amend its Mortgage Indenture 
dated as of March 1, 1946, between Jersey Central and 
City Bank Farmers Trust Company, now First National 
City Bank, as heretofore supplemented and amended by 
twenty-six Supplemental Indentures (‘Indenture’) to 
effect two changes. Jersey Central proposes to eliminate 
the covenant which provides that Jersey Central will duly 
observe and conform to all valid requirements of any 
governmental authority relative to any mortgaged proper- 
ty. It is stated that such covenant should be eliminated 
since, under a developing pattern of legislation and ad- 
ministrative action, there will be periods when Jersey 
Central will be unable to comply with governmental re- 
quirements with respect to its mortgaged property, al- 
though it may not be expected by the governmental 
agency to be in compliance. However, this covenant in 
the Indenture can be construed as resulting in a default 
under the Indenture. Jersey Central states that the elimin- 
ation of this covenant will not relieve it of its obligation 
to comply with governmental requirements, but it will 
permit appropriate governmental enforcement measures 
consistent with their intent. 


In addition, Jersey Central also proposes to include as 
bondable property additions, property for which Jersey 
Central does not have all necessary permission from gov- 
ernmental authorities to operate, but which otherwise 
would constitute bondable property additions. Jersey 
Central states that although, under the Indenture, it is 
specifically contemplated that property additions can 
constitute bondable property, it is believed that it is not 
clear whether the Indenture permits the inclusion of, in 
computing the bondable value of property additions, the 
value of Jersey Central’s plant and equipment as to which 
all currently obtainable permission has been received, but 
as to which further governmental permission must be ob- 
tained in the future. Jersey Central states that this am- 
biguity jeopardizes its ability to finance additions to its 
facilities in the most economic and orderly manner. 


The affirmative vote of the holders of 75% in principal 
amount of the first mortgage bonds outstanding is re- 
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quired for approval of each of the proposed amendments to 
the indenture. Jersey Central intends to enter into a supple- 
mental indenture as soon as practicable after the meeting of 
the bondholders, scheduled for June 12, 1975, but in any 
event no later than December 31, 1975. In connection there- 
with, Jersey Central is soliciting proxies from the bond- 
holders through the use of solicitation material which sets 
forth the proposals in detail. 


The fees and expenses to be incurred in connection with 
the proposals are estimated at $125,000, including legal 
fees of $17,500. The New Jersey Board of Public Utility 
Commissioners has authorized the proposed amendments 
of the Indenture. No other state commission and no federal 
commission, other than this Commission, has jurisdiction 
over the proposals. 


Due notice of the filing of said declaration has been given 
in the manner prescribed in Rule 23 promulgated under 
the Act (HCAR No. 18907), and no hearing has been re- 
quested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the appli- 
cable standards of the Act and the rules thereunder are sat- 
isfied and that no adverse findings are necessary; and it is 
in the public interest and in the interest of investors and 
consumers that said declaration, as amended, be permitted 
to become effective: 


IT iS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said declaration, as 
amended, be, and it hereby is, permitted to become effec- 
tive forthwith, subject to the terms and conditions pre- 
scribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18962/April 30, 1975 


In the Matter of 


THE SOUTHERN COMPANY 
Perimeter Center East 

P.O. Box 720071 

Atlanta, Georgia 30346 


(70-5674) 


NOTICE OF REQUESTED EXCEPTION FROM COM- 
PETITIVE BIDDING REQUIREMENTS REGARDING 
ISSUE AND SALE OF COMMON STOCK 


NOTICE IS HEREBY GIVEN that The Southern Company 
(“Southern”), a registered holding company, has filed an 
application-declaration pursuant to the Public Utility 
Holding Company Act of 1935 (““Act’’), designating Sec- 
tions 6 and 7 of the Act and Rules 50 and 100 promulgated 
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thereunder as applicable to the following proposed trans- 
actions. All interested persons are referred to the applica- 
tion-declaration, which is summarized below, for a complete 
statement of the proposed transactions. 


Southern proposes to issue and sell 11,000,000 shares of 
its authorized but unissued common stock, par value $5 
per share (“Common Stock”). Southern estimates that 
the proposed sale of the Common Stock will provide it 
with aggregate cash proceeds of approximately $110,000,- 
000. It proposes to utilize the net proceeds to repay, in 
part, its short-term notes payable. The company expects 
that, just prior to sale of the Common Stock, $111,500,- 
000 of such notes will be outstanding. Southern requests 
an exception from the competitive bidding requirements 
of Rule 50 under the Act for the issuance and sale of such 
Common Stock to permit it to select one or more invest- 
ment banking firms to form a syndicate which will act as 
underwriters for the Common Stock and with which 
Southern will negotiate the terms on which it will sell 

the Common Stock to such underwriters. 


In support of its request for an exception, Southern states 
that its financial and operating situation mandate such a 
request. Its System has had difficulty over the past three 
years in financing its construction program through con- 
ventional security issues, and the bond rating for its lar- 
gest subsidiary company, Georgia Power Compary 
(“Georgia”) has recently been suspended by Moody’s. 
Southern believes it is important to sell the proposed 
common stock at this time. Based on its experience with 
its last common stock issue in September 1974, the size 
of the proposed offering, and its knowledge of current 
transfers in ownership of its common stock, Southern 
states that its sale will require a marketing effort directed 
primarily to individual investors. 


Furthermore, Southern states that due to the limited in- 
ternal cash generation of its subsidiaries, the System must 
depend to an unusual degree on the capital markets in an 
effort to raise the substantial sums necessary to finance 

its 1975 construction program, which has been reduced by 
$310,000,000 or 23.1%. At the present time the ability of 
Southern’s operating subsidiaries to issue first mortgage 
bonds or preferred stock is severely limited because of 
insufficient earnings to satisfy coverage requirements 
contained in their respective mortgages or charters. South- 
ern states that considering the very large short-term debi 
position of the System ($478,972,000 in aggregate borrow- 
ings as of April 11, 1975), and the present inability of 
Southern’s subsidiaries to issue senior securities in ade- 
quate amounts, it is necessary for Southern to effect a 
successful common stock sale in June 1975 to meet its 
construction program commitments and to fulfill its ob- 
ligation to the banks to repay its portion of the System’s 
borrowings. 


A statement of the fees and expenses to be incurred will 
be filed by amendment. It is stated that no State or Fed- 
eral commission, other than this Commission, has juris 
diction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than May 19, 1975, request in writing that 
a hearing be held on such matter, stating the nature of his 
interest, the reasons for such request, and the issues of 
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fact or law raised by the filing which he desires to contro- 
vert; or he may request that he be notified if the Commis- 
sion should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and Exchange 
Commission, Washington, D. C. 20549. A copy of such 
request should be served personally or by mail (air mail 

if the person being served is located more than 500 miles 
from the point of mailing) upon the applicants-declarants 
at the above-stated address, and proof of service (by affi- 
davit or, in case of an attorney at law, by certificate) 
should be filed with the request. At any time after said 
date, the application-declaration, as filed or as it may be 
amended, may be granted and permitted to become effec- 
tive as provided in Rule 23 of the General Rules and Re- 
gulations promulgated under the Act, or the Commission 
may grant exemption from such rules as provided in 
Rules 20(a) and 100 thereof or take such other action as 
it may deem appropriate. Persons who request a hearing 
or advice as to whether a hearing is ordered will receive 
any notices and orders issued in this matter, including 

the date of the hearing (if ordered) and any postpone- 
ments thereof. 


For the Commission, by the Division of Corporation Regu- 


lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18963/May 1, 1975 


ACCOUNTING SERIES 
Release No. 171/May 1, 1975 


ADOPTION OF REVISED RULE 26 UNDER THE PUB- 

LIC UTILITY HOLDING COMPANY ACT OF 1935 AND 
RESCISSION OF THE UNIFORM SYSTEM OF ACCOUNTS 
FOR HOLDING COMANIES (File No. S7-548) 


The Securities and Exchange Commission today announced 
the adoption of revised Rule 26 (17 CFR 250.26) under 
the Public Utility Holding Company Act of 1935, and the 
rescission of the uniform system of accounts for holding 
companies (‘uniform system’). The purpose of the change 
is to facilitate adjustment of registered holding company ac- 
counts to generally accepted accounting standards. 


The revision was noticed for comment January 23, 1975 
(HCAR No. 18782, 6 SEC Docket 169, 40 FR 5372). Six 
responses were received, all endorsing the change in sub- 
stance. 


Section 250.26 is revised to read as follows: 


§250.26 Financial statement and recordkeeping require- 
ments for registered holding companies and subsidiaries. 


(a) Every registered holding company and every subsidiary 


(4 





company thereof: (1) shall conform to the requirements 
of Regulation S-X as to form and content of financial 
statements; and 


(2) shall make and keep current accounts, books and other 
records of all of its transactions in sufficient detail to per- 
mit examination, audit and verification of the financial 
statements, schedules and reports it is required to file with 
the Commission, or which it issues to stockholders. Such 
accounts, books and other records shall be maintained in 
appropriate form and in sufficient detail to provide all of 
the information with respect to the business of the company 
specified by such Commission filing requirements as are 

in effect when the transactions recorded occur. 


(b) Every registered holding company shall identify in its 
Form USS the chart of accounts used by it and by each 
subsidiary company. 


(1) The initial identification shall be made in the Form 
U5S, or a supplement thereto, filed in the year in which 
the use of such accounts is to begin, or in the year 1975 
for charts of accounts already in use or proposed to be 
used in that year. Subsequent Forms U5S need merely 
state that no change in the accounts used has occurred, 
if that is the fact. 


(2) A copy of each chart of accounts shall be annexed as 
an exhibit to the filing in which it is identified, except 
that it is unnecessary to file a copy of an official chart 

of accounts which any company subject to this rule is 
required to use by the Federal Power Commission, a 
state commission or by Section 250.27 or Section 250.93 
under the Act. A company electing to use a chart of ac- 
counts promulgated by the Federal Power Commission 
also need not file a copy thereof. 


(3) An amendment to Form USS shall be filed as to 
any modification of such chart of accounts, except a 
modification made to an official chart of accounts by 
the commission which promulgated it. The amendment 
shall describe the nature, purpose and effect of the pro- 
posed modification and the date it is to be placed in 
effect. It shall be filed at least 30 days prior to its effec- 
tive date. Unless the commission directs otherwise, the 
chart of accounts, as so modified, shall be used there- 
after. 


(c) Every registered holding company and every subsidi- 
ary company thereof shall hereafter follow the equity 
method of accounting for investments in any subsidiary 
company. 


(1) Each investment shall be recorded at its carrying 
value heretofore established and the actual cost of 
investments hereafter made. Each investment shall be 
periodically adjusted for the proportionate share of 
earnings or losses or capital changes of the subsidiary 
company since its acquisition, crediting any dividends 
received from such subsidiary company. 


(2) Every company subject to this rule shall maintain 

a subaccount to its retained earnings account which 
shall be periodically debited or credited with its propor- 
tionate share of undistributed retained earnings of sub- 
sidiary companies. 
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(3) No company subject to this rule shall declare or pay 


any dividends or reacquire any of its own securities from or 


on the basis of any balances recorded in the subaccount 
referred to in paragraph (2) above, except pursuant to a 
declaration under Section 12(c) of the Act. 


(d) No registered holding company which is not a public 
utility company shall dispose, without authorization from 
the Commission, of any accounts, books or other records, 
except pursuant to Public Utility Holding Company Act 
Release No. 14093 of November 29, 1959 (17 CFR, Ap- 
pendix to Part 257), as it may be amended from time to 
time. 


(e) This rule shall not modify or revoke any order of the 
Commission heretofore entered as to the accounting by 
any company subject to this rule including any continu- 
ing provision as to amortization or other disposition of 
any item governed thereby. 


(f) Nothing in this rule shall relieve any company sub- 
ject thereto from compliance with the requirements as to 
recordkeeping and retention that may be prescribed by 
any other regulatory agency. 


(g) Any references in other rules, forms or releases under 


the Act to the uniform system of accounts, shall be hereafter 


deemed to refer to this rule. 


Statutory Basis 


Section 15(a) of the Act authorizes the Commission to 
prescribe the records and accounts to be maintained and 


the periods during which they are to be retained for inspec- 


tion and audit by every registered holding company and 
every subsidiary. Section 15(e) of the Act requires that 
only an accounting system approved by the Commission 


be used. And Rule 28 prohibits, with the exceptions stated 


therein, the use of financial statements inconsistent with 
the book accounts so maintained. 


We hereby authorize, as a transitional measure, the ad- 
justment of all accounts for the calendar year 1975 to 
conform to the new accounting system adopted in that 
year by any company subject to the rule, as though such 
system had been in effect since the beginning of 1975. 
We have already granted in Holding Company Act Re- 
lease No. 18782, Januaryh 23, 1975, an exception from 
Rule 28, to permit companies which intend to adopt such 
accounting system in 1975 pursuant to the amended rule 
to publish financial statements for the year 1974 on the 


new basis. This exception is hereby renewed and extended 
to financial statements for the year 1975 or portions there- 


of. 


Background and Purpose 


We have determined that the uniform system, prescribed 
in 1936, has become obsolete in significant respects and 
that there is no longer a need for a single prescribed sys- 
tem of accounts for holding companies. The change will 
allow holding companies to take the initiative in develop- 


ing accounting systems adapted to their particular require- 


ments. 
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The rescission of the uniform system eliminates discrepan- 


cies which have developed since the uniform system was 
adopted between the accounts prescribed and generally 
accepted accounting principles. The principal effects are 
the use of the equity method of accounting for invest- 
ments in subsidiaries in place of the cost method and the 
presentation of extraordinary gains and losses on the in- 
come statement, rather than in retained earnings. 


Record Retention 


The rule published herein differs from that proposed in 
that it adopts rather than rescinds the detailed schedule 
of record retention requirements which has been in 
effect since 1959. It should be noted that, under para- 
graph (g) of the revised Rule 26, references in that 
schedule to the uniform system of accounts now are to 
be read as references to Rule 26. We are aware that this 
schedule needs some change and expect to publish an 
amendment for comment. 


In reviewing the proposed rule in the light of the com- 
ments received, it became apparent that the substitution 


of proposed paragraph (c) for the existing specific instruc- 


tions as to record retention created uncertainties and am- 


biguities which should be avoided. It would not be appro- 


priate to defer action on the basic accounting change 
proposed for republication of record retention require- 
ments, so it is necessary to retain the existing require- 
ments until the procedures necessary for change can be 
completed. 


Other Changes from the Rule as Proposed 


Textual alterations have been made to clarify certain 
questions raised in the comments. The second sentence 
of paragraph (c)(2), which would have required that un- 
distributed earnings of subsidiaries be segregated on the 
parent company’s balance sheet, has been deleted. This 
conforms to our basic policy of leaving the form of fi- 
nancial statements to Regulation S-X. Although the legal 
restrictions on the use of that portion of the parent 
company’s retained earnings will normally be material, 
that restriction will usually overlap with similar restric- 
tions imposed by bond indentures or loan agreements, 
which are customarily described by footnote. A manda- 
tory use of a balance sheet caption for one such restric- 
tion could complicate an already difficult problem of 
disclosure. 


The final clause of paragraph (c)(3), which referred to a 
Section 12(c) application becoming effective under Rule 
23, is deleted because such an application can become 
effective in more than one way. 


Filing requirements, which originally appeared as sub- 
paragraph (b)(5), have been restated in a separate par- 
agraph (b). Each existing registered holding company 
should identify the accounts to be used in its system 

as part of its Form U5S for 1974, due May 1, 1975, or 
by supplement thereto. A company electing to continue 
to use the old uniform system until January 1, 1976, 
should so state in that filing but must specify the ac- 
counts to be used in a supplement thereto filed by De- 

















cember 1, 1975 This conforms to the 30-day advance filing 
requirement for amendments. 


This portion of the rule has been elaborated to make it 
clear that the filing need not be repeated each year and 
that copies of official charts of accounts, such as those 
promulgated by the Federal Power Commission, need 
not be filed. 


Some companies subject to the rule may wish to adopt 
an official system used by their subsidiaries or associates, 
even though not required to do so. The rule permits this 
choice. Such companies are free to modify the system 

so selected. Any variation from an official system would, 
of course, preclude meeting the filing requirements by 

a simple reference. However, official systems are a matter 
of official notice and may be incorporated by reference 
in a filing, as long as the variations therefrom are un- 
equivocally stated. 


Concern has been expressed that paragraph (b)(9) of 
Rule 14a-3 under the Securities Exchange Act of 1934 
would require inclusion of the entire chart ot accounts 
in the material which the issuer is required to furnish on 
request to its security holders. That rule specifies the 
conditions on which exhibits to such filings are to be 
furnished, and is fully adequate to cover the contingen- 
cy. 


Application of Rule 26 


Rule 26 is coextensive with Section 15(a) of the Act 

and applies, except as expressly limited, to every regis- 
tered holding company and every subsidiary thereof. The 
proposed text has been rearranged to segregate in para- 
graph (c) the provisions dealing with the equity method 
of accounting for investments in subsidiaries, which are 
inherently limited to such companies in a registered sys- 
tem as have a subsidiary. 


The record retention requirements, now paragraph (d), 
apply only to registered holding companies which are not 
public utility companies. Such requirements for public 
utility companies, whether or not holding companies, 

are specified by the Federal Power Commission or state 
commissions. We do not, at this time, see a need for addi- 
tional requirements as to these companies. 


“Subsidiary company” as used in this rule has the spec- 
ial meaning prescribed in Section 2(a)(8) of the Act, and 
includes any company regardless of form of organization 
in which 10% or more of the voting securities are directly 
or indirectly owned, controlled or held with power to 
vote by a holding company. The rule does not prohibit 
use of the equity method of accounting for investments 
in nonsubsidiaries. Its use for such investments would 

be governed by applicable accounting standards. 


Rule 26 is adopted pursuant to authority conferred on 
the Commission by the Public Utility Holding Company 
Act of 1935, particularly Sections 15 and 20 thereof, 
and shall be effective forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18964/May 1, 1975 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
30 Rockefeller Plaza 
New York, New York 10020 


CONSOLIDATED GAS SUPPLY CORPORATION 
CONSOLIDATED SYSTEM LNG COMPANY 
THE EAST OHIO GAS COMPANY 

THE PEOPLES NATURAL GAS COMPANY 

THE RIVER GAS COMPANY 

WEST OHIO GAS COMPANY 


(70-5667) 


NOTICE OF PROPOSED ACQUISITION OF NOTES 
AND CAPITAL STOCK OF SUBSIDIARY COMPANIES, 
OPEN ACCOUNT ADVANCES TO SUBSIDIARY COM- 
PANIES, AND ISSUE AND SALE OF COMMERCIAL 
PAPER AND SHORT-TERM NOTES TO BANKS; CHAR- 
TER AMENDMENT TO INCREASE AUTHORIZED 
SHARES OF SUBSIDIARY’S CAPITAL STOCK; AND 
EXEMPTION FROM COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Consolidated Natural 
Gas Company (“Consolidated”’), a registered holding 
company, and certain of its subsidiary companies, Con- 
solidated Gas Supply Corporation (““Gas Supply”), Con- 
solidated System LNG Company (“LNG Company”), 
The East Ohio Gas Company (“East Ohio’’), The Peoples 
Natural Gas Company (‘Peoples’), The River Gas Com- 
pany (“River”), and West Ohio Gas Company (“West 
Ohio”), have filed an application-declaration with this 
Commission pursuant to the Public Utility Holding Com- 
pany Act of 1935 (“Act”’), designating Sections 6(a), 
6(b), 7, 9(a), 10, 12(b), and 12(f) of the Act and Rules 
43, 45, and 50(a)(5) promulgated thereunder as appli- 
cable to the proposed transactions. All interested persons 
are referred to the application-declaration, which is sum- 
marized below, for a complete statement of the proposed 
transactions. 


Consolidated proposes, from time to time during 1975, 
to make loans aggregating up to $60,260,000, to the 
subsidiary companies in the amounts set forth in the table 
below, for the purpose of partially financing 1975 capital 
expenditures estimated at $197,975,000. The loans will 
be evidenced by non-negotiable, long-term notes proposed 
to be issued by the respective subsidiary companies and 
proposed to be acquired by Consolidated. The notes will 
bear interest at a rate substantially equal to the effective 
cost of money to Consolidated in respect to its issuance 
and sale of $100,000,000 principal amount of debentures 
scheduled for June 1975 and will be payable from 1980 
through 1995 in equal annual principal amounts. 
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Prior to completion of said debenture financing in June 
1975 by Consolidated, the foregoing loans to said subsidi- 
ary companies will be in the form of open account advances 
for construction, payable on or before December 31, 1975, 
with interest at the prime commercial rate in effect from 
time to time at Chase Manhattan, with a retroactive ad- 
justment of the interest rate on the advances to conform 
with the effective cost of money to Consolidated through 
the sale of its debentures. Following the debenture finan- 
cing by Consolidated, the open account advances to sub- 
sidiary companies, to the extent made at that time, will 

be converted into long-term notes of such subsidiary com- 
panies, and, thereafter, loans to subsidiary companies in 
1975 for plant expenditures will be evidenced by the afore- 
said long-term notes of such subsidiary companies. 


Consolidated also proposes to issue and sell up to $60,000,- 
000 of short-term notes to a group of banks during 1975. 
Such notes will bear interest at the prime commercial rate 

in effect from time to time at The Chase Manhattan Bank, 
N.A. Prepayments may be made in whole or in part, from 
time to time, upon five days’ notice without penalty or pre- 
mium. There will be no closing or related charges or com- 
mitment fee, and the notes will mature not more than twelve 
months from the date of the first borrowing. 


No compensating balance requirements will be imposed 
because of the level of bank deposits regularly maintained by 
the Consolidated companies, the average of such deposits 
amounting to approximately $23,700,000 for 1974. It is 
stated that based on a requirement of 10% of the proposed 
credit line and 10% of average borrowings thereunder, the 
average compensating balances would have amounted to 
approximately $19,200,000 for the year 1974. 


Consolidated proposes to use the proceeds from said bank 
borrowings to make open account advances to its subsidi- 
ary companies aggregating up to $60,000,000 for gas stor- 
age inventories, payable as gas is withdrawn and sold dur- 
ing the 1975-76 heating season. The advances to subsidi- 
ary companies will bear interest at the same rate as the re- 
lated bank borrowings by Consolidated and will be made 
in amounts as set forth in the table below. Also shown on 
the following table are $10,000,000 of open-account ad- 
vances which Consolidated proposes to make from time 

to time up to May 31, 1976, to the subsidiary companies 
for working capital requirements from part of the proceeds 
of Consolidated’s proposed sale (hereinafter more fully 
described) of up to $50,000,000 of commercial paper 
and/or borrowings from a bank. These advances will be 
repaid not more than one year from the date of the first 
advance to each subsidiary with interest at substantially 
the same effective rate as incurred by Consolidated on 

the related commercial paper sale and/or bank borrowings. 


Advances for 





Subsi- Seasonal In- Advances 
diary crease in Gas for Working 
Com- Long-term Storage Inven- Capital Re- 
pany Notes tories quirements 
Gas 

Supply $ 7,500,000 $32,500,000 $ 4,300,000 
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LNG 

Com- 

pany $25,900,000 a 

East 

Ohio $20,000,000 $18,000,000 $ 3,300,000 

Peoples 6,500,000 9,500,000 1,700,000 

River 360,000 — 100,000 

West 

Ohio ---- n. ed oe ee. 
$60,260,000 $60,000,000 $10,000,000 








Consolidated further proposes to acquire, and the subsidi- 
ary companies set forth below propose to issue and sell to 
Consolidated from time to time during 1975, capital stock 
up to the following amounts at the par value thereof: 








Aggregate 
Subsidiary Number of Shares Par Value 
Gas Supply 75,000 ($100 par) $ 7,500,000 
LNG Com- 
pany 182,000 ($100 par) 18,200,000 
Peoples 30,000 ($100 par) 3,000,000 
Total $28,700,000 





The proceeds derived from the proposed sale of stock will 
be used to finance, in part, the subsidiaries’ 1975 capital 
expenditures. Consolidated will use funds from internal 
cash generation and working capital to purchase such stock. 
To accommodate the issuance of additional shares set forth 
in the foregoing table, Gas Supply proposes to amend its 
certificate of incorporation so as to increase the number of 
authorized shares from 1,500,000 to 1,700,000. 


As indicated above, Consolidated proposes to issue and sell 
commercial paper, in the form of short-term promissory 
notes payable to bearer, in the aggregate face amount not 
to exceed $50,000,000 outstanding at any one time toa 
dealer in commercial paper from time to time up to May 
31, 1976. The commercial paper will have varying maturi- 
ties of not more than 270 days after the date of issue and 
will be issued and sold in varying denominations of not less 
than $50,000 and no more than $1,000,000 directly to 
the dealer at a discount which will not be in excess of the 
discount rate per annum prevailing at the date of issuance 
for commercial paper of comparable quality and like ma- 
turities. Consolidated proposes to sell commercial paper 
only so long as the discount rate or the effective interest 
cost for such commercial paper does not exceed the equiva 
lent cost of borrowings from commercial banks on the 
date of sale. 


No commission or fee will be payable by Consolidated in 
connection with the issue and sale of such commercial 
Paper notes. The dealer, as principal, will reoffer such notes 











— 





at a discount not to exceed one-eighth of one percent 
per annum less than the prevailing discount rate to Con- 
. solidated. Such notes will be reoffered to not more than 
4 200 identified and designated customers in a list (non- 
public) prepared in advance by the dealer and furnished 
to the Commission. It is anticipated that the commercial 
paper will be held by customers to maturity; however, if 
any commercial paper is repurchased by the dealer pur- 
suant to a repurchase agreement, such paper will be re- 
offered only to others in the group of 200 customers. 
The issue and sale of commercial paper is to provide up 
to $40 million for working capital of Consolidated and 
for the aforesaid purchase by Consolidated of $28,760,- 
000 of its subsidiary companies’ common stock, and, as 
previously noted, to provide $10,000,000 for working 
capital advances to subsidiary companies. 


Consolidated proposes, to the extent that it becomes 
impracticable to issue such commercial paper, to borrow, 
repay, and reborrow from The Chase Manhattan Bank, 
N.A., from time to time up to May 31, 1976, an aggre- 
gate principal amount not to exceed $30,000,000 out- 
standing at any one time, at the prime commercial rate 
of interest in effect on the date of each borrowing, upon 
the promissory note or notes of Consolidated having a 
maturity date not more than 90 days from the date of 
each borrowing, and with the right of prepayment, in 
whole or in part at any time or from time to time, with- 
out prior notice and without premium. The amount of 
commercial paper notes and said notes, if any, payable 
to The Chase Manhattan Bank, N.A., will not collectively 
exceed $50,000,000 outstanding at any one time. There 
will be no closing or related charges with respect to the 
obtaining of such bank loans, nor will there by any 
‘Janine requirements. 


Consolidated requests that, for the period commencing 
upon the date of the granting of this application-declara- 
tion and ending May 31, 1976, an exemption be allowed 
from the provisions of Section 6(a) of the Act, pursuant to 
the first sentence of Section 6(b), relating to the issue and 
sale of short-term notes, by increasing the 5% limitation 

on such notes to a maximum of 7%, in order to permit 
Consolidated to have outstanding at any one time up to 
$50,000,000 principal amount of short-term notes during 
such period as proposed herein. 


Consolidated requests exception from the competitive 
bidding requirements of Rule 50 with respect to the sale 
of commercial paper on the grounds that such commer- 
cial paper will have maturities of nine months or less, 
that current rates for commercial paper for prime bor- 
rowers, such as Consolidated, are published daily in fi- 
nancial publications, and that it is not practical to invite 
competitive bids for commercial paper. Consolidated 
also proposes that the Rule 24 certificates of notification 
regarding the issue and sale of the commercial paper and 
all subsidiary company financings be filed on a quarterly 
basis. 


It is stated that CNG Development Company Ltd., CNG 

Producing Company, and Consolidated Natural Gas Ser- 

vice Company, Inc., have no new financing requirements 

for 1975 at the time of the filing; but that if such require- 
(iy nts should arise, an amendment to that effect will be 
\Sled as part of this proceedings. 











The application-declaration states that the Public Service 
Commission of West Virginia has jurisdiction over the pro- 
posed long-term and short-term borrowings and stock issu- 
ances of Gas Supply; that the Public Utilities Commission 
of Ohio has jurisdiction over the long-term borrowings pro- 
posed by East Ohio and River; and that the Pennsylvania 
Public Utility Commission has jurisdiction over the long- 
term borrowings and stock issuances proposed by Peoples. 
It is further stated that no other State or Federal commis- 
sion, other than this Commission, has jurisdiction over the 
proposed transactions. The fees and expenses to be incur- 
red in connection with the proposed transactions are esti- 
mated not to exceed $9,000, including $6,500 for the 
system service company charges, at cost. All of such fees 
and expenses are to be paid by Consolidated. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than May 27, 1975, request in writing 
that a hearing be held in respect of such matter, stating the 
nature of his interest, the reasons for such request, and 

the issues of fact or law raised by said application-declara- 
tion which he desires to controvert; or he may request 

that he be notified should the Commission order a hearing 
thereon. Any such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, D. C. 
20549. A copy of such request should be served personally 
or by mail (air mail if the person being served is located 
more than 500 miles from the point of mailing) upon the 
applicants-declarants at the above-stated address, and proof 
of service (by affidavit or, in case of an attorney at law, 

by certificate) should be filed with the request. At any 
time after said date, the application-declaration, as filed 

or as it may be amended, may be granted and permitted 

to become effective as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such other 
action as it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered will re- 
ceive any notices and orders issued in this matter, includ- 
ing the date of the hearing (if ordered) and any postpone- 
ments thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY OF 1935 
Release No. 18965/May 1, 1975 


In the Matter of 


PENNSYLVANIA ELECTRIC COMPANY 
1001 Broad Street 
Johnstown, Pennsylvania 15907 


(70-5339) 


NOTICE OF PROPOSED AMENDMENTS OF FIRST 
MORTGAGE INDENTURE AND SOLICITATION OF 


SEC DOCKET/805 





BONDHOLDERS’ PROXIES 


NOTICE IS HEREBY GIVEN that Pennsylvania Electric 
Company (‘‘Penelec’’), an electric utility subsidiary com- 
pany of General Public Utilities Commission, a registered 
holding company, has filed a post-effective amendment to 
the declaration previously filed with this Commission pur- 
suant to the Public Utility Holding Company Act of 1935 
(““Act’’), designating Sections 6(a), 7, and 12(e) of the 
Act and Rules 62 and 65 promulgated thereunder as appli- 
cable to the proposals. All interested persons are referred 
to the declaration, as amended by the post-effective 
amendment, which is summarized below, for a complete 
statement of the proposals. 


By order dated July 18, 1973 (HCAR No. 18035), the 
Commission authorized Penelec to amend its First Mort- 
gage Indenture and Deed of Trust dated as of January 1, 
1942, as heretofore supplemented and amended by twenty- 
seven supplemental indentures (‘Indenture’) to effect two 
changes. Penelec proposed to eliminate the covenant which 
provides that Penelec will duly observe and conform to all 
valid requirements of any governmental authority rela- 

tive to any mortgaged property. It was stated that such 
covenant be eliminated since, under a developing pattern 

of legislation and administrative action, there will be periods 
when Peneiec will be unable to comply with governmental 
requirements with respect to its mortgaged property, al- 
though it may not be expected by the governmental agency 
to be in compliance. However, this covenant in the Inden- 
ture could be construed as resulting in a default under the 
Indenture. 


Penelec stated that the elimination of this covenant will 
not relieve it of its obligation to comply with governmental 
requirements, but it will permit appropriate governmental 
enforcement measures consistent with their intent. 


in addition, Penelec proposed to include as bondable pro- 
perty additions, property for which Penelec does not have 
all necessary permission from governmental authorities 
to operate, but which otherwise would constitute bond- 
able property additions. Penelec stated further that al- 
though, under the Indenture, it was specifically con- 
templated that property additions under construction 
can constitute bondable property, it is believed that it 

is not clear whether the Indenture permits the inclusions 
of, in computing the bondable value of property addi- 
tions, the value of Penelec’s plant and equipment as to 
which all currently obtainable permission has been re- 
ceived, but as to which further governmental permission 
must be obtained in the future. Penelec stated that this 
ambiguity jeopardizes its ability to finance additions to 
its facilities in the most economic and orderly manner. 


Penelec now amends its declaration to state that the In- 
denture has been amended and supplemented by thirty 
Supplemental Indentures. The affirmative vote of the 
holders of 75% in principal amount of the First Mortgage 
Bonds outstanding is required for approval of the proposed 
amendments to the Indenture. Penelec intends to enter in- 
to a Supplemental Indenture as soon as practicable after 
the meeting of the bondholders, scheduled for July 11, 
1975, but in any event no later than March 31, 1976. It 

is proposed that proxies be solicited from bondholders 
through the use of proposed proxy solicitation material. 
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The fees and expenses to be incurred in connection with the 
proposals are estimated at $130,000, including legal fees 

of $21,000. It is stated that the Pennsylvania Public Util- 

ity Commission has jurisdiction over the proposed amend- ( 
ments of the Indenture and that no other state commission 
and no federal commission, other than this Commission, 

has jurisdiction over the proposals. 


NOTICE IS FURTHER GIVEN that any interested per 
son may, not later than May 27, 1975, request in writing 
that a hearing be held with respect to the proposed amend- 
ments, stating the nature of his interest, the reasons for 
such request, and the issues of fact or law raised by said 
post-effective amendment to the declaration which he de- 
sires to controvert; or he may request that he be notified 
if the Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, Securities 
and Exchange Commission, Washington, D. C. 20549. A 
copy of such request should be served personally or by 
mail (air mail if the person being served is located more 
than 500 miles from the point of mailing) upon the de- 
clarant at the above-stated address, and proof of service 
(by affidavit or, in case of an attorney at law, by certifi- 
cate) should be filed with the request. At any time after 
said date, the declaration, as amended by said post-effec- 
tive amendment or as it may be further amended, may 
be permitted to become effective as provided in Rule 23 
of the General Rules and Regulations promulgated under 
the Act or the Commission may grant exemption from 
such rules as provided in Rules 20(a) and 100 thereof 

or take such other action as it may deem appropriate. 
Persons who request a hearing or advice as to whether a 
hearing is ordered will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. j 


For the Commission, by the Division of Corporate Regu- 


lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18966/May 2, 1975 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
New Orleans, Louisiana 


ARKANSAS POWER & LIGHT COMPANY 
Little Rock, Arkansas 


LOUISIANA POWER & LIGHT COMPANY 
New Orleans, Louisiana 


MISSISSIPPI POWER & LIGHT COMPANY 
Jackson, Mississippi 


NEW ORLEANS PUBLIC SERVICE, INC. 
New Orleans, Louisiana 
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SYSTEM FUELS, INC. 
New Orleans, Louisiana 


* (70-5415) 


SUPPLEMENTAL ORDER REGARDING FUEL TRANS- 
PORTATION PROGRAM 


System Fuels, Inc. (“SFI”), a jointly-owned nonutility 
subsidiary company of Arkansas Power & Light Company, 
Louisiana Power & Light Company, Mississippi Power & 
Light Company, and New Orleans Public Service, Inc., 
each an electric utility subsidiary company of Middle 
South Utilities, Inc., a registered holding company, has, 
together with said other system companies, filed with 
this Commission a post-effective amendment to the 
application-declaration in this proceeding pursuant to 
Sections 9(a) and 10 of the Public Utility Holding Com- 
pany Act of 1935 (““Act’’) regarding the following pro- 
posed transaction. 


By order in this proceeding dated December 17, 1973 
(HCAR No. 18221), the Commission, among other 
things, authorized SFI to expend and finance not more 
than $2,000,000 as its 50% share of the then estimated 
$4,000,000 total cost of a comprehensive feasibility 
study relating to a coal slurry pipeline to extend from 
the State of Wyoming to the State of Arkansas. The 
other parties to the study now are three nonaffiliated 
entities which have agreed to supply the balance of 
the total cost. By supplemental order dated January 23, 
1975 (HCAR No. 18785), SFI was authorized to make 
additional expenditures, through March 31, 1975, of 
py its proportional 50% share of an aggregate 
$1,000,000 cost over-run. 


By a turther post-effective amndment, it is now stated 
that additional expenditures through the end of 1975, 
prior to determining project feasibility, could be as 
much as $1.7 million or as little as $800,000 depend- 
ing upon the date of disposotion of outstanding issues 
of feasibility, and SFI may need authorization to fi- 
nance its 50% share thereof. Presently, however, SFI 
requests authorization to make additional expenditures 
for the study in the amount of $200,000, towards the 
estimated costs during the period April 1 through June 
30, 1975. On or prior to July 1, 1975, SFI will advise 
the Commission of the status of the feasibility study 
and will seek such further Commission authorization as 
may be necessary at that time. 


No State commission and no Federal commission, other 
than this Commission, has jurisdiction over the proposed 
transaction. 


Due notice of the filing of said post-effective amendment 
to the application-declaration has been given in the man- 
ner prescribed in Rule 23 promulgated under the Act 
(HCAR No. 18916), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the 
facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satis- 
fied and that no adverse findings are necessary; and that 
it is appropriate in the public interest and in the interest 
LY investors and consumers that said application-declara- 


\ 


tion, as amended by said post-effective amendment, be 
granted and permitted to become effective: 


IT iS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended by said post-effective amend- 
ment, be, and it hereby is, granted and permitted to be- 
come effective forthwith, subject to the terms and con- 
ditions prescribed in Rule 24 promulgated under the 
Act. 


For the Commission, by the Division of Corporate Re- 
gulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 8768/April 25, 1975 


In the Matter of 


CRESENT GENERAL CORPORATION 
5510 Abrams Road, Suite 126 
Dallas, Texas 75214 


(812-3182) 
(812-3448) 


ORDER WITHDRAWING APPLICATIONS AND TER- 
MINATING PROCEEDINGS 


Crescent General Corporation (“Crescent”) filed an 
application on May 30, 1972 and amendments thereto 
on March 29, 1973 and on April 9, 1973 (File No. 812- 
3182) (1) pursuant to Section 3(b)(2) of the Investment 
Company Act of 1940 (“‘Act’’), for an order declaring 
that Cresent is primarily engaged in a business or busi- 
nesses other than that of investing, reinvesting, owning, 
holding, or trading in securities, either directly or through 
majority owned subsidiaries or through controlled com- 
panies conducting similar types of businesses, or (2) in 
the alternative pursuant to Section 6(c) of the Act, for 
an order exempting Crescent from all provisions of the 
Act, Crescent also filed an application on April 9, 1973 
and an amendment thereto on June 15, 1973 (File No. 
812-3448) pursuant to Section 17(b) of the Act for an 
order exempting from the provisions of Section 17(a) of 
the Act certain transactions between Crescent and 
certain affiliated persons of Crescent. 


The Commission on March 5, 1975, issued a Notice and 
Order which, among other things, ordered that a con- 
solidated hearing on the foregoing applications be held 
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on April 29, 1975 (Investment Company Act Release No. 
8707). 


On Apri! 18, 1975, Crescent withdrew each of such appli- 
cations. On the same date, following such withdrawal, the 
hearing scheduled to commence on April 29, 1975 was 
cancelled, without prejudice to rescheduling in the event 
the proceedings were not terminated. 


IT 1S ORDERED that the applications filed by Crescent 
referred to hereinabove are withdrawn and that the pro- 
ceedings thereon are terminated. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated auth- 
ority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8769/April 25, 1975 


In the Matter of 


AETNA VARIABLE ANNUITY LIFE INSURANCE 
COMPANY 


and 


VARIABLE ANNUITY ACCOUNT B OF 

AETNA VARIABLE ANNUITY LIFE INSURANCE 
COMPANY 

151 Farmington Avenue 

Hartford, Connecticut 06115 


(812-3749) 


ORDER PURSUANT TO SECTION 11 OF THE ACT PER- 


MITTING OFFERS OF EXCHANGE AND PURSUANT 
TO SECTION 6(c) OF THE ACT EXEMPTING APPLI- 
CANTS FROM SECTIONS 22(d), 26(a), 27(a)(3) AND 
27(c)(2) OF THE ACT AND RULE 27a-2 THEREUNDER 


AEtna Variable Annuity Life Insurance Company (“AEtna 
Variable”), an Arkansas stock life insurance company 
registered under the Act as an open-end, diversified, man- 
agement investment company, and Variable Annuity Ac- 
count B of AEtna Variable (“Account B”), a new separate 
account recently registered under the Investment Company 
Act of 1940 (the ““Act”’) as a unit investment trust (here- 
inafter collectively referred to as “Applicants’’), filed an 
application on January 13, 1975 and an amendment there- 
to on March 20, 1975, pursuant to Section 11 of the Act, 
for an order approving certain offers of exchange and 
pursuant to Section 6(c) of the Act for an order of ex- 
emption from Sections 22(d), 26(a), 27(a)(3), and 27(c)(2) 
of the Act and Rule 27a-2 thereunder. 


On April 3, 1975, a notice was issued of the filing of said 
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application (Investment Company Act Release 
No. 8742). The notice gave interested persons an 
opportunity to request a hearing and stated that 
an order disposing of the application might be 
issued upon the basis of the information stated 
therein unless a hearing should be ordered. No 
request for a hearing has been filed and the Com- 
mission has not ordered a hearing. 


The matter has been considered and it has been found 
that the granting of the requested order and exemptions 
are appropriate in the public interest and consistent 
with the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. Ac- 
cordingly, 


IT 1S ORDERED, pursuant to Section 11(a) of the Act, 
that the proposed offers of exchange of certain securities 
of Account B for other securities to be issued by Account 
B are approved. 


IT IS FURTHER ORDERED, pursuant to Section 6(c) 
of the Act, that Applicants be, and they hereby are, ex- 
empted from the provisions of Sections 22(d), 27(a)(3), 
and Rule 27a-2 thereunder to the extent necessary to 
permit (1) variations, as set forth in the application and 
the amendment thereto, in the sales and administrative 
charges imposed upon the purchase of securities of Ac- 
count B, and (2) percentage deductions for sales and 
administrative expenses to be assessed on the balances 
of payments remaining after other deductions set forth 
in the application and the amendment thereto. 


IT iS FURTHER ORDERED, pursuant to Section 6(c) 
of the Act, that Applicants be, and they hereby are, 
exempted from the provisions of Sections 26(a) and 
27(c)(2) of the Act to permit the sale of variable an- 
nuity contracts without depositing the net proceeds of 
payments thereunder with a qualified bank subject to 
the following conditions to which Applicants have 
consented: 


(1) that the charges to variable annuity contract owners 
for administrative services shall not exceed such reason- 

able amounts as the Commission shall prescribe, jurisdic- 
tion being reserved for such purpose, and 


(2) that the payments of sums and charges out of the 
assets of Account B shall not be deemed to be exempted 
from regulation by the Commission by reason of the re- 
quested order, provided that Applicants’ consent to this 
condition shall not be deemed to be a concession to the 
Commission of authority to regualte the payments of 
sums and charges out of such assets other than charges 
for administrative services, and Applicants reserve the 
right in any proceeding before the Commission or in 
any suit or action in any court to assert that the Commis- 
sion has no authority to regulate the payments of such 
other sums or charges. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 8770/April 25, 1975 


In the Matter of 


AETNA VARIABLE ANNUITY LIFE INSURANCE 
COMPANY 


VARIABLE ANNUITY ACCOUNT B OF 
AETNA VARIABLE ANNUITY LIFE INSURANCE 
COMPANY 


VARIABLE ANNUITY ACCOUNT C OF 
AETNA VARIABLE ANNUITY LIFE INSURANCE 
COMPANY 


and 


AETNA VARIABLE FUND, INC. 
151 Farmington Avenue 
Hartford, Connecticut 06115 


(812-3681) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING TRANSACTIONS FROM SECTION 17{(a) 
OF THE ACT, PURSUANT TO SECTION 11(a) PER- 
MITTING CERTAiN OFFERS OF EXCHANGE, AND 
PURSUANT TO SECTION 6(c) EXEMPTING APPLI- 
CANTS FROM SECTIONS 10(a), 10(b)(2), 14(a), 15(a), 
15(b), 15(c), 16(a), 32(a)(1) AND 32(a)(2) OF THE 
ACT 


AEtna Variable Annuity Life Insurance Company 
(“AEtna Variable’), a stock life insurance company 
formerly named Participating Annuity Life Insurance 
Company, organized under the iaws of Arkansas and 
registered under the Investment Company Act of 

1940 (the ““Act’”’) as an open-end, diversified manage- 
ment investment company, Variable Annuity Account 
B. of AEtna Variable (““Non-Tax Sheltered Account”), 
and Variable Annuity Account C of AEtna Variable 
(“Tax Sheltered Account”) (together the “Registered 
Annuity Accounts”), both separate accounts regis- 
tered under the Act as unit investment trusts, and 
AEtna Variable Fund, Inc. (“Fund”), registered 

under the Act as an open-end, diversified manage- 
ment investment company (“Applicants”) filed an 
application on August 16, 1974, and amendments 
thereto on January 20, 1975, February 26, 1975, and 
February 28, 1975, in connection with a proposed re- 
alignment of AEtna Variable’s variable annuity and 
variable life insurance operations (the “Realignment 
Program’’), for an order (1) exempting, pursuant to 
Section 17(b) of the Act, certain transactions from 
the provisions of Section 17(a) of the Act, (2) per- 
mitting, pursuant to Section 11(a), certain offers of 
exchange and (3) exempting, pursuant to Section 

6(c) of the Act, all or some of the Applicants, to the 
extent noted below, from the provisions of Sections 
10(a), 10(b)(2), 14(a), 15(a), 15(b), 15(c), 16(a), 32(a)(1) 
and 32(a)(2) of the Act. 


On March 21, 1975, a notice was issued (Investment Com- 
pany Act Release No. 8722) of the filing of the applica- 
tion. The notice gave interested persons an opportunity 
to request a hearing and stated that an order disposing 

of the application might be issued on the basis of the in- 
formation stated in the application unless a hearing should 
be ordered. No request for a hearing has been filed and 
the Commission has not ordered a hearing. 


The matter has been considered and it has been found that 
on the basis of the information stated in the application, 
the terms of the proposed transactions are reasonable and 
fair and do not involve overreaching on the part of any 
person concerned, the proposed transactions are consistent 
with the policies of each registered investment company 
concerned and with the protection of investors and the 
purposes fairly intended by the policy and provisions of 
the Act, and the granting of the application is appropri- 
ate in the public interest. Accordingly, 


IT iS ORDERED, pursuant to Section 17(b) of the Act 
that the following transactions be, and they are hereby 
exempted from the provisions of Section 17(a) of the 
Act: the sale by AEtna Variable of the assets of pre- 
sently existing Variable Annuity Account B (“Account 
B”) to the Fund; the purchase by the Fund of such 
assets from AEtna Variable; the sale by the Fund of its 
own shares to AEtna Variable for the assets of Account 
B; the transfer of such shares of the Fund by AEtna Var- 
iable to the Registered Annuity Accounts; and the ac- 
ceptance by the Registered Annuity Accounts of such 
Fund shares from AEtna Variable, and 


IT 1S FURTHER ORDERED, pursuant to Section 11 
of the Act, that contracts funded in Account B may be 
exchanged for contracts funded in the Registered 
Annuity Accounts, on the basis of relative net asset 
values, and 


IT iS FURTHER ORDERED, pursuant to Section 6(c) 
of the Act, that the Applicants be, and they are hereby 
exempted from the provisions of Section 14(a) of the 
Act to the extent necessary to permit the implementa- 
tion of the Realignment Program, and 


IT iS FURTHER ORDERED, pursuant to Section 6(c) 
of the Act, that the Fund and AEtna Variable be and 
they are hereby exempted from Section 15(b) of the 

Act to the extent necessary to permit shares of the 

Fund to be acquired by the Registered Annuity Accounts 
without a written underwriting contract between the 
Fund and AEtna Variable, and 


IT IS FURTHER ORDERED, pursuant to Section 6(c) 

of the Act, that the Fund be and is hereby exempted from 
the provisions of Sections 10(a) and 10(b)(2) of the Act 
to the extent necessary to permit the Fund to have, from 
the date the Fund was registered under the Act until the 
date of an order of deregistration of AEtna Variable, but, 
unless extended by Commission order, not more than 30 
days from the date hereof, a board of directors all of the 
members of which are interested persons of the Fund or 
AEtna Variable, and 


IT iS FURTHER ORDERED, pursuant to Section 6(c) 
of the Act, that the Fund be and is hereby exempted 
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from the provisions of Sections 15(c) and 32(a)(1) of the 
Act to the extent necessary to permit AEtna Variable to 
act as investment adviser to the Fund and to permit the 
Fund’s independent public accountant to act as such from 
the date the Fund was registered under the Act until, with 
respect to Section 15(c), 120 days from the date hereof, 
unless otherwise extended by Commission order, and, 
with respect to Section 32(a)(1), until the first annual 
meeting of the shareholders of the Fund, which meeting 
shall take place within one year of the date hereof, and 


IT iS FURTHER ORDERED, pursuant to Section 6(c) 
of the Act, that the Fund and AEtna Variable be and 
they are hereby exempted from Section 15(a) to the 
extent necessary to permit AEtna Variable to act as in- 
vestment adviser to the Fund until the first meeting of 
stockholders of the Fund, which meeting shall take 
place within one year of the date hereof, and that the 
Fund be and is hereby exempted from Sections 16(a) 
and 32(a)(2) to the extent necessary to permit the 
Fund's directors and independent public accountant 
to act as such from the date the Fund was registered 
under the Act until the first meeting of the stockhold- 
ers of the Fund, which meeting shall take place within 
one year of the date hereof. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated auth- 
ority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8771/April 25, 1975 


In the Matter of 


AETNA VARIABLE ANNUITY LIFE INSURANCE 
COMPANY 


and 


VARIABLE ANNUITY ACCOUNT C OF 

AETNA VARIABLE ANNUITY LIFE INSURANCE 
COMPANY 

151 Farmington Avenue 

Hartford, Connecticut 06115 


(812-3748) 


ORDER PURSUANT TO SECTION 11 OF THE ACT 
PERMITTING OFFERS OF EXCHANGE AND PUR- 
SUANT TO SECTION 6(c) OF THE ACT EXEMPTING 
APPLICANTS FROM SECTIONS 22(d), 26(a), 27(a)(3) 
AND 27(c)(2) OF THE ACT AND RULE 27a-2 
THEREUNDER 


AEtna Variable Annuity Life Insurance Company 
(“AEtna Variable’), an Arkansas stock life insurance 
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company registered under the Act as an open-end, di- 
versified, management investment company, and Var- 
iable Annuity Account C of AEtna Variable (‘‘Account 
C’’), a new separate account recently registered under 
the Investment Company Act of 1940 (the ‘‘Act’’) as 
a unit investment trust (hereinafter collectively refer- 
red to as “Applicants’’), filed an application on Janu- 
ary 10, 1975 and an amendment thereto on March 21, 
1975, pursuant to Section 11 of the Act, for an order 
approving certain offers of exchange and pursuant to 
Section 6(c) of the Act for an order of exemption 
from Sections 22(d), 26(a), 27(a)(3), and 27(c)(2) 

of the :Act and Rule 27a-2 thereunder. 


On April 8, 1975, a notice was issued of the filing of 
said application (Investment Company Act Release 
No. 8750). The notice gave interested persons an op- 
portunity to request a hearing and stated that an order 
disposing of the application might be issued upon the 
basis of the information stated therein unless a hearing 
should be ordered. No request for a hearing has been 
filed and the Commission has not ordered a hearing. 


The matter has been considered and it has been found 
that the granting of the requested order and exemp- 
tions are appropriate in the public interest and con- 
sistent with the protection of investors and the pur- 
poses fairly intended by the policy and provisions of the 
Act. Accordingly, 


IT iS ORDERED, pursuant to Section 11(a) of the Act, 
that the proposed offers of exchange of certain securi- 
ties of Account C for other securities to be issued by 
Account C are approved, and 


IT iS FURTHER ORDERED, pursuant to Section 6(c) 
of the Act, that Applicants be, and they hereby are, 
exempted from the provisions of Sections 22(d), 
27(a)(3), and Rule 27a-2 thereunder to the extent 
necessary to permit (1) variations, as set forth in the 
application and the amendment thereto, in the sales 
and administrative charges imposed upon the purchase 
of securities of Account C, and (2) percentage deduc- 
tions for sales and administrative expenses to be assessed 


on the balances of payments remaining after other deduc- 


tions set forth in the application and the amendment 
thereto, and 


IT iS FURTHER ORDERED, pursuant to Section 6(c) 
of the Act, that Applicants be, and they hereby are, 
exempted from the provisions of Sections 26(a) and 
27(c)(2) of the Act to permit the sale of variable an- 
nuity contracts without depositing the net proceeds 
of payments thereunder with a qualified bank subject 
to the following conditions to which Applicants have 
consented: 


(1) that the charges to variable annuity contract owners 
for administrative services shall not exceed such reason- 
able amounts as the Commission shall prescribe, juris- 
diction being reserved for such purpose, and 


(2) that the payments of sums and charges out of the 

assets of Account C shall not be deemed to be exempted 
from regulation by the Commission by reason of the re- 
quested order, provided that Applicants’ consent to this 














* 


— 


condition shall not be deemed to be a concession to 
the Commission of authroity to regulate the payments 
of sums and charges out of such assets other than 
charges for administrative services, and Applicants 

] reserve the right in any proceeding before the Com- 
mission or in any suit or action in any court to assert 
that the Commission has no authority to regulate the 
payments of such other sums or charges. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated auth- 
ority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8772/April 28, 1975 


See Securities Act Release No. 5582/April 28, 1975. 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8773/April 29, 1975 


4 In the Matter of 


CHEMICAL FUND, INC. 
61 Broadway 
New York, New York 10006 


DANA ASSOCIATES 
195 Washington Street 
Brewer, Maine 04412 


(812-3766) 


NOTICE OF FILING OF APPLICATION FOR ORDER 
PURSUANT TO SECTION 17(b) OF THE ACT FOR 
EXEMPTION FROM SECTION 17(a) OF THE ACT 


NOTICE IS HEREBY GIVEN that Chemical Fund, Inc. 
(“Chemical”), an open-end diversified management 
investment company registered under the Investment 
Company Act of 1940 (‘“Act’”’), and Dana Associates 
(“Dana”), a closed-end investment company regis- 

tered under the Act (collectively ‘““Applicants”), filed 

an application on February 24, 1975, and an amend- 
ment thereto on April 15, 1975, pursuant to Section 
17(b) of the Act for an order of exemption from the 
provisions of Section 17(a) of the Act to permit Chem- 
ical to acquire the assets of Dana in exchange for shares 
of Chemical. All interested persons are referred to the 
application on file with the Commission for a statement 
of the representations contained therein, which are sum- 

(aan below. 





On January 27, 1975, Applicants entered into an Agree- 
ment and Plan of Reorganization (“Agreement’’) whereby 
substantially all of the cash and securities owned by Dana, 
with a value of approximately $5,528,126 (including a 
reserve for state and Federal income taxes on unrealized 
appreciation) as of February 28, 1975 will be transferred 
to Chemical in exchange for shares of Chemical’s capital 
stock. 


Pursuant to the Agreement, the number of shares of 
Chemical to be issued to Dana is to be determined on the 
basis of the value of the assets of Dana to be sold, less 
the applicable sales charge payable to Chemical’s dis- 
tributor, and the net asset value per share of Chemical, 
both to be determined as of the close of the New York 
Stock Exchange on the date of the meeting of Dana 
stockholders. 


No adjustment in the net asset values of Applicants will 
be made to compensate for any potential Federal income 
tax impact on the shareholders of Applicants which may 
result from differences between Chemical and Dana in 
the percentages of their respective net unrealized capital 
appreciation to net asset value. Applicants contend that 
any potential consequence therefrom is hypothetical 
and cannot be effectively evaluated at the time of the 
transaction. Chemical asserts that it could sell certain 

of its portfolio securities to offset realized losses there- 
from against securities to be acquired which have un- 
realized appreciation. Moreover, Chemical states that 
other unrealized appreciation in the securities to be ac- 
quired will not result in any tax liability to Chemical 
shareholders until Chemical changes its investment pol- 
icies with regard to such securities. 


When received by Dana, the Chemical shares will be dis- 
tributed to the Dana shareholders. Since the exchange is 
expected to be tax-free for Dana and its shareholders, 
Chemical’s cost basis for tax purposes for the assets 
acquired trom Dana_ will be the same as Dana’s cost 
basis. 


Chemical presently intends to sell, after acquisition 
thereof, securities of Dana having a market value on 
February 28, 1975 not exceeding $350,000. The re- 
mainder of the assets of Dana (in excess of 90%) is ex- 
pected to be retained in Chemical’s portfolio. 


Dana is a personal holding company for Federal income 
tax purposes, and its shares are almost exclusively held 
by five branches of descendants of one individual. One 
of such descendants is Robert C. Porter (“Porter’’) who 
owns 3.6% of the shares of Dana directly and whose 
immediate family owns an additional 6.2% of the shares 
of Dana. Porter is also a director and a member of the 
portfolio committee of Dana. In addition, Porter is a 
director and the president of Chemical and is a director 
and the president of Chemical’s investment adviser. 


Section 17(a) of the Act, in pertinent part, prohibits 

an affiliated person of a registered investment company, 
or ari affiliated person of such affiliated person, from 
knowingly selling any security or other property to, 

or purchasing any security or other property from, such 
registered investment company. Section 17(b) of the Act, 
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however, permits the Commission, upon application, to 
exempt a proposed transaction from Section 17(a) if it 
finds that (i) the terms of the transaction are reasonable 
and fair, (ii) the transaction is consistent with the policy 
of each registered investment company concerned, and 
(iii) the transaction is consistent with the general pur- 
poses of the Act. 


Applicants assert that the terms of the proposed trans- 
action are fair and reasonable because the valuation of 
their assets will occur at the same time and will be based 
on market values. Dana will be charged the sales load 
applicable to such purchase of Chemical shares. The 
Dana Board, which had considered several other offers 
to acquire the Dana assets, decided that the acceptance of 
the Chemical offer best served the interests of the Dana 
shareholders, notwithstanding the imposition of a sales 
charge. Had the transaction been consummated on Feb- 
ruary 28, 1975, Dana would have paid a sales charge of 
approximately $28,500. The application states that 
Dana shareholders will benefit from the transaction 
since the Dana shares currently sell at a discount and 

in a limited market, and since Dana’s net asset value is 
subject to a substantial reserve for Federal income tax 
because of Dana’s status as a personal holding company. 
As a result of the transaction, the Dana shareholders will 
receive redeemable shares of an open-end company. 
Chemical will receive securities over 90% of which 

are compatible with its portfolio and thus will realize 

a net brokerage savings of approximately $27,000. 


Chemical’s costs, estimated at $20,000 to $25,000, 
will be borne by its distributor and Dana will bear 
its own expenses, estimated at $19,000. 


Applicants state that the transaction is consistent with 
the long-term growth policies of each Applicant, although 
the Dana shareholders, in approving the transaction, will 
in effect adopt a somewhat more restrictive investment 
policy; and that the transaction is consistent with the 
general purposes of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 20, 1975 at 12:30 p.m. 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his request, the reason for such request, 
and the issues, if any, of fact or law proposed to be con- 
troverted, or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
communication should be addressed: Secretary, Se- 
curities and Exchange Commission, Washington, D. C. 
20549. A copy of such request shall be served person- 
ally or by mail (air mai! if the person being served is 
located more than 500 miles from the point of mailing) 
upon Applicants at the addresses stated above. Proof of 
such service (by affidavit, or in the case of an attorney- 
at-law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the Commission’s 
own motion. Persons who request a hearing, or advice 
as to whether a hearing is ordered, will receive any no- 
tices and orders issued in this matter, including the date 
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of the hearing (if ordered) and any postponements thereof, 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8774/April 29, 1975 


In the Matter of 

VANCE, SANDERS & COMPANY, INC. 
THE EXCHANGE FUND OF BOSTON, INC. 
VANCE, SANDERS SPECIAL FUND, INC. 


One Beacon Street 
Boston, Massachusetts 02108 


(812-3765) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
6(c) FOR EXEMPTION FROM PROVISIONS OF SEC- 
TION 15(a) OF THE ACT 


NOTICE IS HEREBY GIVEN that Vance, Sanders & 
Company, Inc. ("VS"), a Maryland corporation, and 
The Exchange Fund of Boston, Inc., and Vance, Sanders 
Special Fund, Inc. (“Funds”), open-end investment 
companies registered under the Investment Company 
Act of 1940 (‘Act’), filed an application on February 
24, 1975, and an amendment thereto on April 1, 1975, 
for an order of the Commission pursuant to Section 
6(c) of the Act exempting VS and the Funds from the 
provisions of Section 15(a) of the Act. (VS and the 
Funds are hereinafter collectively referred to as ‘‘Appli- 
cants’’). All interested persons are referred to the appli- 
cation on file with the Commission for a statement 

of the representations therein which are summarized 
below. 


VS acts, pursuant to contracts now in effect, as in- 
vestment adviser to Leverage Fund of Boston, Inc., a 
closed-end investment company registered as such under 
the Act, and as investment adviser to the Funds and to 
the following open-end investment companies, all of 
which are registered as such under the Act: Capital Ex- 
change Fund, Inc., Depositors Fund of Boston, Inc., 
Diversification Fund, Inc., Fiduciary Exchange Fund, 
Inc., Second Fiduciary Exchange Fund, Inc., Vance, 
Sanders Investors Fund, Inc., Vance, Sanders Income 
Fund, Inc. and Vance, Sanders Common Stock Fund, 
Inc. In addition, VS acts, pursuant to contracts now in 
effect, as national distributor and underwriter for the 
shares of the following open-end investment companies 
registered under the Act: Vance, Sanders Investors 
Fund, Inc., Vance, Sanders Common Stock Fund, Inc., 










































































































































Vance, Sanders Special Fund, Inc., and Vance, Sanders 
Income Fund, Inc. 





Pursuant to an Agreement and Declaration of Trust 
(“Agreement’’) dated November 23, 1959, as amended, 
the holders of all of the outstanding voting stock of VS 
have deposited their voting stock in a Voting Trust 
created thereby in exchange for voting trust receipts. 

At the date of the application the Voting Trustees are 
Messrs. John D. Wilson, John E. Lotspiech, Landon T. 
Clay, Eric Pierce and M. Dozier Gardner. On March 28, 
1968, the term of the Trust created under the Agree- 
ment was extended until June 30, 1974, and on April 
26, 1973 the term was further extended until December 
31, 1977. The Voting Trustees for many years have 

been five in number and during the period July 14, 1970 
to January, 1973, were Messrs. Wilson, Lotspiech, Clay, 
Pierce and John A. McCandless. In January, 1973, Mr. 
M. Dozier Gardner was appointed as a Voting Trustee 

to fill vacancy caused by the resignation of Mr. McCand- 
less. New investment advisory contracts with VS have 
been approved subsequent to Mr. Gardner’s appoint- 
ment in January, 1973, as Voting Trustee (the last per- 
son to be so appointed) by the shareholders of all of 

the eleven investment companies for which VS present- 
ly acts as investment adviser, with the exception of the 
Funds. 


Mr. Lotspiech has announced his intention to resign as 
a Voting Trustee, and it is expected that the vacancy 
created by such resignation will be filled by Benjamin 
A. Rowland, Jr., a Vice President and Director of VS. 


Gs: 2(a)(4) of the Act defines the word “‘assignment” 
0 
“h 





include, in part, any direct or indirect transfer or 
ypothecation of a contract by the assignor or a con- 
torlling block of the assignor’s outstanding voting se- 
curities by a security holder of the assignor. 


While Applicants believe that Mr. Lotspiech’s resigna- 
tion and the filling of the vacancy in the number of 
Voting Trustees created thereby should not have any 
effect on the investment advisory contracts between 

VS and the Funds, they are filing the application for an 
exemptive order in order to eliminate any possible 
doubt which might arise as to such contracts. Appli- 
cants state tnat such doubt could arise from a contention 
that the resignation of Mr. Lotspiech and the filling of 
the vacancy in the number of Voting Trustees created 
thereby following, as it will, the replacement of Mr. 
McCandless as a Voting Trustee by Mr. Gardner, could 
be construed to constitute a change in “control” of 

VS as defined in Section 2(a)(9) of the Act, thereby 
resulting in an assignment as defined in Section 2(a) (4) 
of the Act of the existing investment advisory contracts 
between VS and the Funds, thereby terminating said 
contracts as provided therein in accordance with the 
requirements of Section 15(a)(4) of the Act. 


Section 15(a) of the Act provides in part that it shall 
be unlawful for anyone to act as investment adviser of 
a registered investment company except pursuant to a 
written contract, which contract has been approved by 
the vote of a majority of the outstanding voting securi- 
I s of such registered investment company. 





Of the two Funds involved, one has scheduled its annual 
meeting in September 1975, and one in October 1975. If 
the requested exemption is granted, shareholders of the 
Funds will not be able to approve the contracts prior to 
Mr. Lotspiech’s resignation and replacement, but will be 
asked to give such approval at the respective annual meet- 
ings or special meetings in lieu thereof held not later than 
thirty days following the dates of the annual meetings 

as fixed in the by-laws of the Funds, occurring in 1975. 


Applicants contemplate that prior to Mr. Lotspiech’s 
resignation, the new investment advisory contracts 
(and with respect to Vance Sanders Special Fund, Inc. 
the distribution contract) will be presented to the 
Boards of Directors of the Funds for approval by them. 
Applicants assert that such approval by the requisite 
majority of the Directors of the Funds, including a 
majority of the Directors who are not interested per- 
sons of the Funds or VS, will constitute compliance 

by the Funds with Section 15(c) of the Act. 


Applicants, therefore, seek an order of exemption pur- 
suant to Section 6(c) of the Act from the provisions 
of Section 15 of the Act to the extent its provisions 
would prevent VS from acting as investment adviser 
to either of the Funds under a contract relating to 
each Fund subsequent to the resignation of Mr. Lot- 
spiech and the filling of the vacancy thereby created. 
The terms of each contact will be identical to the ex- 
isting contracts except for effective dates and expir- 
ation dates. 


Applicants have agreed that, notwithstanding any ad- 
journments of the meetings, the exemptions requested 
will expire forty-five days after the dates of the annual 
meetings or special meetings in lieu thereof of the 
Funds. 


Applicants represent that the granting of the exemption 
is appropriate in the public interest and consistent 

with the protection of investors and theppurposes fairly 
intended by the policies and provisions of the Act for 
the reasons that: 


1. The Funds will be spared the expense of calling 
and holding special shareholders’ meetings to approve 
the contracts referred to above. 


2. Shareholders of each Fund will have an opportun- 
ity to vote upon a new contract with VS within a 
reasonable time after Mr. Lotspiech’s resignation 

and replacement. 


Section 6(c) of the Act provides that the Commission, 
by order upon application, may conditionally or uncon- 
ditionally exempt any persons or transactions from any 
provision or provisions of the Act, if and to the extent 
that such exemption is necessary or appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 


person may, not later than May 22, 1975, at 5:30 
p.m., submit to the Commission in writing a request 
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for a hearing on the matter accompanied by a statement 
as to the nature of his interest, the reason for such request 
and the issues, if any, of fact or law proposed to be con- 
troverted, or he may request that he be notified if the 
Commission shall order a hearing thereon. Any such 
communication should be addressed: Secretary, Securi- 
ties and Exchange Commission, Washington, D. C. 20549. 
A copy of such request shall be served personally or by 
mail (air mail if the person being served is located more 
than 500 miles from the point of mailing) upon Appli- 
cants at the address stated above. Proof of such service 
(by affidavit or, in case of an attorney at law, by certifi- 
cate) shall be filed contemporaneously with the request. 
As provided by Rule 0-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of the 
Application will be issued as of course following said 
date, unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to whether 
a hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8775/April 30, 1975 


PROPOSAL TO ADOPT RULE EXEMPTING REGIS- 
TERED SEPARATE ACCOUNTS FROM SECTION 
22(d) SUBJECT TO CERTAIN CONDITIONS AND 
TO AMEND RULE 0-1(e) (S7-562) 


NOTICE IS HEREBY GIVEN that the Securities and 
Exchange Commission has under consideration the 
adoption of Rule 22d-3 [17 CFR 270.22d-3] under 
Section 22(d) of the Investment Company Act of 

1940 (the “Act”’) [15 U.S.C. 80a-22(d)] to exempt 
registered separate accounts issuing variable annuity 
contracts from Section 22(d) of the Act subject to 
certain conditions as described below, and the adop- 
tion of an amendment to Rule 0-1(e) [17 CFR 270.0-1(e)] 
under the Act to make certain conditions set forth in 
that rule applicable to proposed Rule 22d-3. Rule 22d-3 
and the amendment to Rule 0-1(e) would be adopted by 
the Commission pursuant to the authority granted the 
Commission by Sections 6(c), 38(a), and 22(d) of the 
Act [15 U.S.C. 80a-6(c), 80a-37(a), 80a-22(d)} . 


Section 6(c) provides that the Commission by rule, 
regulation, or order may exempt any person or trans- 
action or any class of persons or transactions from any 
provision of the Act if and to the extent that such 
exemption is necessary or appropriate in the public 
interest and consistent with the protection of investors 
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and the purposes fairly intended by the policy and provi- 
sions of the Act. Section 38(a) of the Act authorizes the 
Commission to issue such rules as are necessary or appro- 
priate to the exercise of the powers conferred upon it in 
the Act. 


Proposed Rule 22d-3 


Section 22(d) of the Act prohibits a registered invest- 
ment company, its principal underwriter, or a dealer 
from selling any redeemable security issued by such re- 
gistered investment company to any person except at 
a public offering price described in the prospectus. The 
Commission has previously adopted Rules 22d-1 1/ 
and 22d-2 2/ to codify certain administrative interpre- 
tations of Section 22(d) and certain orders for exemp- 
tion from the restrictions on variations in the sales 
load on redeemable securities. 


At the request of Congress, the Commission conducted 

a study of the possible consequences of the repeal of 
Section 22(d). The commission determined not to secom- 
mend the repeal of Section 22(d). However, on November 
4, 1974, the Commission announced a comprehensive 
program to revise the laws and regulations affecting the 
distribution of shares of open-end investment compan- 
ies, including mutual funds and variable annuities. 3/ 
The Commission’s program was based on a report, 
“Mutual Fund Distribution and Section 22(d) of the 
Investment Company Act of 1940,” (‘‘Report’’) pre- 
pared by its Division of Investment Management Regu- 
lation. This is the third in a series of releases imple- 
menting that program. 4/ One of the recommendations 
in the Division’s report was that a rule be adopted ex- 
empting the sale of variable annuity contracts from 
Section 22(d) (See pages 102-3 of the report). The 
Commission now proposes to adopt such a rule. 


The rule would provide an exemption from Section 
22(d) to permit variations of the sales load and certain 
other charges in the sale of variable annuities, subject 
to the conditions described below. One of the purposes 
of the proposed rule is to eliminate the need for filing 
applications for certain types of exemptions from Sec- 
tion 22(d) which have been granted with respect to 
numerous issuers of variable annuity contracts. 5/ 
Moreover, the Commission believes that Section 22(d) 
has little relevance to the marketing of variable annui- 
ties because: (1) the uniform sales charge requirement 
is unnecessary because variable annuity contracts are 
typically sold through employees of the sponsoring 
insurance company, and (2) it is unlikely that a secon- 
dary dealer market in variable annuity contracts 
would develop since such contracts are generally not 
assignable, and, even if they were, they do not lend 
themselves to public trading since they are based upon 
the continuing life of a particular individual. Neverthe- 
less, the rule would also permit retail price competi- 
tion in the sale of variable annuity contracts to the 
extend that such competition is not prohibited by 
state law. 


In order to prevent investors from being unfairly dis- 
criminated against, the proposed rule requires that all 
price variations and the manner in which such varia- 

















ations are determined be disclosed in the prospectus and 


' @ ences in costs or services, and not be unfairly discrimina- 
& tory against any person. 6/ 
Commission action: Part 270 of Chapter II of the Code 
of Federal Regulations is proposed to be amended by 
adding a new Section 270.22d-3. 


As proposed Section 270.22d-3 would read as follows: 


Section 270.22d-3. Exemption from Section 22(d) for 
Certain Registered Separate Accounts. 


Aregistered separate account, any principal under- 
writer for such account, any dealer in contracts issued 
by such account and any insurance company maintain- 
ing such account shall be exempted from Section 22(d) 
to the extent necessary to permit the sale of such 
contracts by such persons at prices which reflect 
variations in the sales load or in any administrative 
charge or other deductions from the purchase price 

of a variable annuity contract; Provided, however, 

that (i) the prospectus discloses the circumstances, 

if any, in which such variations may be available and 
describes as precisely as possible the manner in which 


are justificable on the basis of differences in costs or 
services and ar enot unfairly discriminatory against 
any person. 


Amendment to Rule 0-1(e) 


O21. 0-1(e), which was adopted by the Commission in 
investment Company Act Release No. 5738 (July 10, 
1969), defines the term “‘separate account.” It also 
establishes certain conditions to the availability of ex- 
emptive rules which were adopted at the same time. 
These conditions include a requirement that the sepa- 
rate account be legally segregated, that its assets be 
maintained at specific levels, and that a specified por- 
tion of these assets shall not be chargeable with liabili- 
ties arising out of any other business which the insur- 
ance company may cunduct. The Commission proposes 
to amend this rule to make it applicable to proposed 
Rule 22d-3. 


Commission action: Part 270 of Chapter I! of the 
Code of Federal Regulations is proposed to be 
amended by amending Section 270.0-1(e). 


As amended the pertinent portions of Section 270.0-1(e) 
would read as follows: [New material in italics] 


Section 270.0-1(e) Definition of separate account and 
conditions for availability of exemption under Sections 
270.14a-2, 270.15a-3, 270.16a-1, 270.22d-3, 270.22e-1, 
270.27a-1, 270.27a-2, 270.27a-3, 270.27c-1, and 270.- 
32a-2 of this chapter. 


> = 2-4 


(2) As conditions to the availability of exemptive Rules 
4a-2, 15a-3, 16a-1, 220-3, 22e-1, 27a-1, 27a-2, 27a-3, 
7c-1, and 32a-2, the separate account shall be legally 





that any such variations be justified on the basis of differ- 


such variations are determined, and (ii) any such variations 


segregated, the assets of the separate account shall, at 

the time during the year that adjustments in the reserves 
are made, have a value at least equal to the reserves and 
other contract liabilities with respect to such account, and, 
at all other times, shall have a value approximately equal 
to or in excess of such reserves and liabilities; and that 
portion of such assets having a vaiue equal to, or approxi- 
mately equal to, such reserves and contract liabilities 
shall not be chargeable with liabilities arising out of eny 
other business which the insurance company may con- 
duct. 


All interested persons are invited to submit their views 
and comments on the proposed adoption of Rule 22d-3 
and amendment of Rule 0-1(e). Written statements of 
views and comments with respect to the proposed Rule 
should be sumbitted to George A. Fitzsimmons, Secre- 
tary, Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D. C. 20549 on or before 
June 9, 1975 and should refer to File No. S7-562. All 
such communications will be available for public in- 
spection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


(Sections 6(c), 22(d), 38(a): 54 Stat. 800, 823, 841; 
15 U.S.C. 80a-6(c), 80a-22(d), 80a-37(a)). 


1/ Investment Company Act Release No. 2798, Decem- 
ber 2, 1958 [23 FR 9601] . Paragraph (b) of Rule 22d-1 
was subsequently amended by Investment Company 
Act Release No. 6347, February 8, 1971 [36 FR 2965]. 
Rule 22d-1 was further amended by Investment Com- 
pany Act Release No. 8569, November 4, 1974 [39 FR 
40281]. 


2/ Investment Company Act Release No. 8235, Feb- 
ruary 20, 1974 [39 FR 8220). 


3/ Investment Company Act Release No. 8570, 
November 4, 1974. 


4/ The first such release was Investment Company 
Act Release No. 8568 (Securities Act Release No. 
5536), November 4, 1974 [39 FR 39868], announcing 
the adoption of an amendment to Rule 134 relating to 
investment company advertising. The second such re- 
lease was Investment Company Act Release No. 8569, 
November 4, 1974 [39 FR 40281], announcing the 
adoption of an amendment to Rule 22d-1 to permit 
quantity discounts and other reductions in, or elimin- 
ations of, the sales load for certain group purchases of 
investment company securities. 


5/ See, for example, Investment Company Act Release 
No. 6261 (November 30, 1970). 


6/ Any variations in the sales load would have to be 
based upon differences in selling costs or services, and 
any variations in the admiistrative or other charges 
would have to be based upon differences in the costs 
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We recognize that, in practice, a precise separation of 
sales-related and administrative charges may be diffi- 


cult. See Report at 132. However, we do not contemplate 


that a showing of such a precise separation would have 
to be made as long as the differences in charges corres- 
ponded as nearly as practicable to actual differences 

in the relevant costs or services. In addition, it should 
be noted that the Commission has proposed an amend- 
ment to the Statement of Policy which would permit 
variable annuities to disclose the combined effects of 
all charges based upon hypothetical investment exper- 
ience. Securities Act Release No. 5516, July 30, 1974. 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8776/May 1, 1975 


In the Matter of 


TAX-EXEMPT SECURITIES TRUST 
(SERIES 1 AND SUBSEQUENT NATIONAL 
AND STATE SERIES) 

c/o Harris, Upham & Co. Incorporated 

120 Braodway 

New York, New York 10005 


(812-3761) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM THE PROVISIONS 
OF SECTION 14(a) OF THE ACT AND RULES 19b-1 
AND 22c-1 UNDER THE ACT 


On March 27, 1975, a notice was issued (Investment 
Company Act Release No. 8732) of an application filed 
on February 11, 1975, by Tax-Exempt Securities Trust 
(Series 1 and Subsequent National and State Series) 
(“Applicant”), a unit investment trust registered under 
the Investment Company Act of 1940 (“Act”), pursu- 
ant to Section 6(c) of the Act for an order exempting 
Applicant from the provisions of Section 14(a) of the 
Act and Rules 19b-1 and 22c-1 under the Act. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing 
of the application would be issued as of course unless 
a hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that 
the granting of the requested exemptions is appropri- 
ate in the public interest and consistent with the pro- 
tection of investors and the purposes fairly intended by 
the policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the provisions 
of Section 14(a) of the Act and Rules 19b-1 and 22c-1 
under the Act, to the extent requested, be, and hereby 
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or services with respect to which such charges are imposed. 


is, granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated auth- 
ority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8777/May 1, 1975 


In the Matter of 


STANDARD & POOR’S/INTERCAPITAL INCOME 
SECURITIES, INC. 

1775 Broadway 

New York, New York 10019 


and 


DR. IRWIN FRIEND 

Rodney L. White Center for Financial Research 
343 Vance Hall 

University of Pennsylvania 

Philadelphia, Pennsylvania 19104 


(812-3752) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM SECTION 2(a)(19) 


On March 31, 1975, a notice was issued (Investment 
Company Act Release No. 8737) of an application 
filed on January 17, 1975, and amended on March 6, 
1975, by Standard & Poor’s/InterCapital Income 
Securities, Inc. (““S&P’’), registered under the Invest- 
ment Company Act of 1940 (“Act’’) as a diversified 
closed-end investment company, and Dr. Irwin Friend, 
a director of S&P, for an order of the Commission 
pursuant to Section 6(c) of the Act declaring that Dr. 
Friend shall not be deemed to be an “interested per- 
son” of S&P, within the meaning ot Section 2(a)(19) 
of the Act, solely by reason of his status as director 
of PMI Investment Corporation, a registered broker- 
dealer under the Securities Exchange Act of 1934. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order would be 
issued as of course unless a hearing should be ordered. 
No request for hearing has been filed, and the Com- 
mission has not ordered a hearing. 


The matter having been considered, it is found that 
the requested exemption is appropriate in the public 
interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the Act. Accordingly, 
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IT iS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the provisions 
of Section 2(a)(19) of the Act is granted, effective 
forthwith. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8778/May 2, 1975 


See Securities Exchange Act Release No. 11393/May 2, 
1975. 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8779/May 1, 1975 


In the Matter of 


AETNA VARIABLE ANNUITY LIFE INSURANCE 
COMPANY 

151 Farmington Avenue 

Hartford, Connecticut 06615 


(811-1223) 
ORDER PURSUANT TO SECTION 8&(f) OF THE ACT 


DECLARING THAT APPLICANT HAS CEASED TO BE 
AN INVESTMENT COMPANY 


On April 2, 1975, a notice was issued (Investment Com- 
pany Act Release No. 8739) that AEtna Variable Annui- 


ty Life Insurance Company (““AEtna Variable”), an open- 


end diversified management investment company regis- 
tered under the Investment Company Act of 1940 (the 
“Act’’), had filed an application on March 18, 1975 
pursuant to Section 8(f) of the Act for an order of the 
Commission declaring that AEtna Variable has ceased 
to be an investment company as defined in the Act. 


On May 1, 1975, AEtna Variable filed an amendment 
to its application stating that the exchange of assets of 
former Variable Annuity Account B of AEtna Variable 
for newly issued shares of AEtna Variable Fund, Inc. 
and the transfer, as described in the application, of such 
shares and reserves relating to contracts funded in former 
Variable Annuity Account B to the new Registered An- 
nuity Accounts were completed on May 1, 1975, and 
that in all other respects the Realignment Program 
described in the application had been completed by 
that date. 








The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application might be issued upon the basis of the informa- 
tion stated therein unless a hearing should be ordered. No 
request for a hearing has been filed and the Commission 
has not ordered a hearing. 


The matter has been considered and it is found that 
AEtna Variable has ceased to be an investment com- 
pany. Accordingly, 


IT IS ORDERED, pursuant to Section 8(f) of the Act, 
that the registration of AEtna Variable under the Act 
shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment 
Management Regulation, pursuant to delegated auth- 
ority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT ADVISERS ACT 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 456/April 30, 1975 


See Securities Exchange Act Release No. 11384/ 
April 30, 1975. 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 457/April 30, 1975 


Admin. Proc. File No. 3-2991 
In the Matter of 


INTERSEARCH TECHNOLOGY, INC. 
(801-6220) 


INTERSEARCH PUBLICATIONS, INCORPORATED 
39 Broadway 

New York, New York 

(801-5067) 


JESSE B. REID 


NOTICE THAT INITIAL DECISION HAS BECOME 
FINAL 


The time for filing petitions for review of the initial 
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decision in these proceedings has expired. No such peti- 
tions have been filed. And the Commission has not 
chosen to review the initial decision on its own initia- 
tive. 


Accordingly, notice is hereby given, pursuant to Rule 
17(f) of the Commission’s Rules of Practice, that the 
initial decision of the administrative law judge has be- 
come the final decision of the Commission. The orders 
contained in that decision revoking the investment ad- 
viser registrations of Intersearch Technology, Inc. 

and Intersearch Publications, Incorporated and barring 
Jesse B. Reid from being associated with an investment 
adviser, are hereby declared effective. 


George A. Fitzsimmons 
Secretary 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 458/May 2, 1975 


See Securities Exchange Act Release No. 11393/May 2, 
1975. 








LITIGATION 





Litigation Release No. 6853/April 28, 1975 


SEC v. CHARLES T. McCORD, III 
(S.D. Tex.) 


Robert F. Watson, Administrator of the Fort Worth 
Regional Office, today announced that on April 18, 
1975, the Commission filed a civil injunctive com- 
plaint in Federal District Court at Houston, Texas, 
charging Charles T. McCord, 11, of Houston, Texas, 
with violations of the antifraud provisions of the 
Securities Exchange Act of 1934. 


The Commission’s complaint alleged that on Septem- 
ber 28, 1973, McCord sold for his own benefit com- 
mon stock of Docutel Corporation while in possession 
of and without prior disclosure of material non-public 
information concerning the financial condition and 
the earnings of Docutel Corporation. 


In addition to seeking an injunction, the Commission 
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requested an order requiring disgorgement by the de- 
fendant of all benefits wrongfully obtained by trading 
on material non-public information in Docutel common 
stock. 


Contemporaneous with the filing of the complaint, 
Federal District Judge Allen B. Hannay, Houston, 
entered an order of permanent injunction by consent 
against McCord. The order required McCord to dis- 
gorge $8,365 pursuant to a settlement agreement with 
the SEC. McCord entered into the consent without ad- 
mitting or denying allegations in the Commission’s 
complaint. 





Litigation Release No. 6854/April 28, 1975 


STATE OF WASHINGTON v. ZELMER L. WILLIAMS 
C-4703 Superior Court - Thurston County 


Jack H. Bookey, Administrator of the Seattle Regional 
Office of the Securities and Exchange Commission, and 
Eugene G. Olson, Securities Administrator for the State 
of Washington, jointly announced that on April 17, 
1975 Zelmer Lee Williams was sentenced by the Super- 
ior Court of the State of Washington for Thurston 
County to serve not more than ten years’ imprison- 
ment on his conviction of violating the anti-fraud and 
registration provisions of the State of Washington’s 
Securities Act. 


Williams, age 58, formerly of Olympia, Washington, 
was charged in an amended information with one 
count of selling unregistered securities and with eight 
counts of engaging in a scheme to defraud involving 
the sale of royalty and fractional interests in a wind- 
shield wiper patent, all in violation of the Washington 
Securities Act. He was found quilty on all counts and 
received concurrent sentences on each. Williams is 
appealing the conviction and sentence. 


Members of the Seattle Regional Office and of the State 
of Washington's Securities Division jointly conducted 
the investigation and developed the case for trial. 





Litigation Release No. 6855/April 28, 1975 


SEC v. DON A. JENKS 
(D. of Idaho, Civil Action No.1-75-53) 


Jack H. Bookey, Administrator of the Seattle Regional 

















Office of the Securities and Exchange Commission an- 
nounced today that on April 16, 1975, Judge Ray Mc- 
Nichols, United States District Court for the District 
of Idaho, signed a Decree of Permanent Injunction 

inst Don A. Jenks of Salt Lake City, Utah enjoin- 
ing him from violating the broker-dealer registration 
provisions of the Securities Exchange Act of 1934. 
The defendant consented to the entry of the order of 
permanent injunction without admitting or denying 
the allegations of the complaint filed by the Securities 
and Exchange Commission which alieged that Jenks 
acted as a dealer in securities without being registered 
as such under the federal securities laws. 


- 





Litigation Release No. 6856/April 29, 1975 


SEC v. SPORTS INTERNATIONAL, INC., et al. 
(N.D. Tex., Dallas Div.) 


Robert F. Watson, Administrator of the Fort Worth 
Regional Office of the Securities and Exchange Com- 
mission, announced that on April 23, 1975, Federal 
District Judge William M. Taylor, Jr., at Dallas, Texas, 
entered orders permanently enjoining William B. Piv- 
nick, Dallas, Texas, from further violations of the re- 
gistration and antifraud provisions of the federal se- 

rities laws, and Charles H. Southerland, Euless, 

exas, from further violations of the antifraud pro- 
visions of the federal securities laws in connection 
with the offer and sale of stock of Sports International, 
Inc., a Dallas based Utah “‘shell”’ corporation. 


Both Pivnick and Southerland consented to the entry 
of the orders without admitting or denying the allega- 
tions in the Commission’s complaint filed March 27, 
1975. 


For further information, see Litigation Release No. 
6811. 





Litigation Release No. 6857/April 29, 1975 


SEC v. F. L. SALOMON & CO.., et al. 
(S.D.N.Y. Civil Action No. 73-3926 CES) 


William D. Moran, Administrator of the NYRO of the 
SEC announced that on April 9, 1975, the Honorable 
Charles E. Stewart, Judge of the United States District 
Court for the Southern District of New York signed a 
on Judgment of Permanent Injunction enjoining 


American Express International Banking Corp. (“AEIBC”’) 
from further violations of Section 10(b) of the Securities 
Exchange Act of 1934 (“Exchange Act’) and Rule 10b-5 
thereunder. In addition to injunctive relief, the Judgement 
provided that AEIBC (1) pay into the registry of the 
Court the sum of $40,000 representing the difference 
between the several purchase prices of securities of Bio- 
Medical Sciences, Inc. and the price after publication of 
certain information, plus an amount for fees, charges 

and interest; and (2) implement and supervise its em- 
ployees’ compliance with a written statement by policy 
with respect to receipt and use of material non-public 
information, which contains procedures to prevent use 

of material non-public information in violation of the 
federal securities laws. AEIBC consented to the Judg- 
ment without admitting or denying the allegations of 

the Commission’s Complaint filed on September 13, 
1973, against AEIBC and 28 other defendants. 


The Commission’s Complaint charged the 29 corpor- 
ate, partnership and individual defendants, including 
AEIBC, with purchasing and/or recommending the 
purchase of Bio-Medical Sciences, Inc. stock while such 
defendants were in possession of non-public information 
concerning a proposed $5,000,000 financing for Bio- 
Medical. In addition to seeking injunctive relief against 
the defendants, the Commission has also requested that 
the Court order restitution and/or disgorgement so 
that the defrauded shareholders might recover their 
losses. 


Also on April 9, 1975, AEIBC applied for, and was 
granted by order of the Commission, a temporary ex- 
emption for certain affiliated companies from the pro- 
visions of Section 9(a) of the Investment Company Act 
of 1940 operative as a result of the injunction against 
AEIBC. An application for permanent relief for ABIBC 
and certain affiliated companies is pending before the 
Commission. 


See Investment Company Act Release No. 2751 and 
Litigation Release No. 6056. 





Litigation Release No. 6858/April 30, 1975 


SEC v. WORLD ACCEPTANCE CORP. 
74 Civil 794 


William D. Moran, Administrator of the New York Re- 
gional Office of the Securities and Exchange Commission 
(“Commission”), announced today that United States 
Judge Lawrence W. Pierce (S.D.N.Y.) entered a Default 
Judgment of Permanent Injunction on April 3, 1975 
against Hilmer Sandini (““Sandini”). 


Sandini, was enjoined from further violations of the 
registration provisions of the Securities Act of 1933 
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(“Securities Act’) and the antifraud provisions of the 
Securities Act and the Securities Exchange Act of 
1934 in connection with the offer or sale of World 
Acceptance Corp. (‘World’). Other defendants include: 
World, Billy Lee Perkins, Robert Schwartz, William J. 
Goldworn and Adolph F. Spear. 


Sandini was charged with assisting in arranging a 
claimed Rule 133 merger, as well as causing the cre- 
ation of numerous bogus documents and the issu- 
ance of unregistered shares of World to effect the 
merger and induce public trading in World's securities. 


The bogus documents made untrue material statements 
and omitted to state material facts which should have 
been stated concerning: (1) the value of World’s 
assets; (2) the liabilities of World and the business 
operations of World. 


For further information see Litigation Release No. 
6260 and see Exchange Act Release No. 9580. 





Litigation Release No. 6859/April 30, 1975 


US v. CHARLES F. RAYMOND, et al. 
(U.S.D.C., E.D. Pa., Criminal No. 74-551) 


Robert E. J. Curran, United States Attorney for the 
Eastern District of Pennsylvania, and William R. Schief, 
Administrator of the Washington Regional Office of 
the Securities and Exchange Commission, announced 
that on April 15, 1975, before the Honorable Louis C. 
Bechtle, United States District Court Judge for the 
Eastern District of Pennsylvania, Charles F. Raymond 
(Raymond) of Los Angeles, California; Gilbert J. 
Sharell (Sharell) of Medford, New Jersey; and David 
A. Bury (Bury) of Moorestown, New Jersey pleaded 
guilty to certain counts of a 25 count criminal indict- 
ment filed against them. Raymond pleaded guilty to 
fourteen counts charging securities fraud, three 
counts charging mail fraud, and three counts charg- 
ing the sale of unregistered securities, namely, inter- 
ests in oil and gas drilling programs of Westland 
Minerals Corporation. Sharell and Bury pleaded 

guilty to three counts charging the sale of unregis- 
tered securities in connection with the offer and 

sale of securities of Westland Minerals Corporation. 


Also, on April 11, 1975, a 22 count criminal infor- 
mation (Criminal No. 75-225) was filed against 
Sharell and Bury alleging violations of the registra- 
tion provisions of the federal securities laws in con- 
nection with the offer and sale of securities of West- 
land Minerals Corporation. Sharell pleaded guilty 

to seven counts of the information and Bury plead- 
ed guilty to all counts. 
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Sentencing of all three defendants has been scheduled 
for May 20, 1975. 


For further information see Litigation Release No. 6526, 





Litigation Release No. 6860/May 2, 1975 


SEC v. GREAT WESTERN MORTGAGE CO., INC., et al. 
(D. Or. Civil No. 75-299) 


Jack H. Bookey, Administrator of the Seattle Regional 
Office of the Securities and Exchange Commission, 
announced today that on April 24, 1975, the Honor- 
able Otto R. Skopil, Jr., United States District Judge 
for the District of Oregon, signed a decree permanent- 
ly enjoining Great Western Mortgage Co., Inc., a 
Washington corporation; Great Western Mortgage 
Co., Inc., an Oregon corporation; Robert G. Garner; 
and Garland D. Bramble from further violations of 
the registration and antifraud provisions of the Se- 
curities Act of 1933 and the Securities Exchange 

Act of 1934 in connection with the offer and sale 

of securities of the defendant corporations, or any 
other securities. Defendants consented to the decree 
of permanent injunction without admitting or deny- 
ing the allegations of the Commission’s complaint 
filed April 8, 1975. 


For further information on the Commission’s com- 
plaint, see Litigation Release No. 6834. 





Litigation Release No. 6861/May 2, 1975 


US v. JAMES E. MIDKIFF AND E. LEE FRANKS 
(M.D. Fla. Crim. No. 74-218-CR-T-H) 


John L. Briggs, United States Attorney for the Middle 
District of Florida, Jule B. Greene, Regional Adminis- 
trator of the Atlanta Regional Office and the Miami 
Branch Office of the Securities and Exchange Com- 
mission, announced that on April 25, 1975, the Honor- 
able William Terrell Hodges, United States District Court 
Judge for the Middle District of Florida, sentenced 
James E. Midkiff (“Midkiff’’) to a term of from one 

to four years imprisonment and E. Lee Franks (“Franks”) 
to two years imprisonment. Franks’ sentence was sus- 
pended and he was placed on two years probation. 
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On March 7, 1975, Midkiff and Franks, both of St. Peters- 
prug, Florida, pled guilty to one count of violating the 
antifraud provisions of the Securities Act of 1933. Mid- 
iff was charged with the fraudulent offer and sale of 
proximately 23,000 shares of stock in Gulf Invest- 
* ing Corporation, a Florida corporation. Franks, a se- 
curities salesman, was charged with participating in cer- 
tain of those sales. The purchasers of the stock were all 
elderly residents of St. Petersburg. 


For further details, see Litigation Releases 6115, 6119, 
6140 and 6657. 
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See Public Utility Holding Company Act Release No. 
18963/May 1, 1975. 
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